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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended September 30, 2013

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number: 001-16123

NEWTEK BUSINESS SERVICES, INC.

(Exact name of registrant as specified in its chaefr)

New York 11-350463¢
(State or other jurisdiction of (ILR.S. Employer
incorporation or organization) Identification No.)
212 West 3t Street, 2"d Floor, New York, NY 10001
(Address of principal executive offices (Zip Code)

Registrant’s telephone number, including area code(212) 356-9500

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sewcti3 or 15(d) of the Securities Exchange
Act of 1934 during the past 12 months (or for sslebrter period that the registrant was requirefilésuch reports) and (2) has been subject
to such filing requirements for the past 90 day¥es No O

Indicate by check mark whether the registrant lasmstted electronically and posted on its corpovegbsite, if any, every Interactive Data
File required to be submitted and posted pursuaRile 405 of Regulation S-T (Section 232.405 &f thhapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such file¥)es No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting
company (as defined in Rule 12b-2 of the Exchangg. A

Large accelerated fili [ Accelerated file| O
Non-accelerated file O Smaller reporting compar

Indicate by check mark whether the registrantshell company (as defined in Rule -2 of the Exchange Act). Yed No



As of November 4, 2013, there were 35,385,888 ®@Gbmpany’s Common Shares outstanding.
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Iltem 1. Financial Statements.

NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDI TED)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2013 AND 2012

(In Thousands, except for Per Share Data)

Operating revenue
Electronic payment processi
Web hosting and desi¢
Premium incom¢
Interest incom
Servicing fee incom- NSBF portfolio
Servicing fee incom- external portfolios
Income from tax credit
Insurance commissiot
Other income

Total operating revenut

Net change in fair value @
SBA loans
Warrant liability
Credits in lieu of cash and notes payable in csdditieu of cast

Total net change in fair valt

Operating expense
Electronic payment processing cc
Salaries and benefi
Interest
Depreciation and amortizatic
Provision for loan losse
Other general and administrative cc

Total operating expens

Income before income tax
Provision for income taxe

Net income
Net loss attributable to n-controlling interest:
Net income attributable to Newtek Business Servites

Weighted average common shares outstan- basic
Weighted average common shares outstan- diluted
Earnings per sha- basic

Earnings per shar diluted

See accompanying notes to these unaudited condeossdlidated financial statements.

Three Months Ended

Nine Months Ended

September 30, September 30,
2013 2012 2013 2012
$22,17¢ $21,68¢ $ 67,29¢ $63,67¢
4,392 4,52¢ 13,31: 13,781
4,10¢ 3,15¢ 13,30: 7,95¢
1,244 894 3,44( 2,43:

73C 56( 2,007 1,53
604 1,51 2,34¢ 3,59:¢

31 122 86 441
43¢ 28¢ 1,34 91t
1,05¢ 714 2,791 2,18¢
$34,77¢ $33,45¢ $105,92¢ $96,52
(426) (554) (1,579 (1,219
— — — (112)
— (20) 26 21
(426) (579 _ (1549 (1,309
18,95 18,35¢ 56,86 53,54
5,69( 5,591 18,06¢ 16,71(
1,47¢ 1,23 4,16 3,20¢
831 763 2,45¢ 2,27¢
57 9C 384 354
5,38¢ 4,18¢ 15,418 12,89
32,39¢ 30,22¢ 97,34¢ 88,98(
1,95: 2,65¢ 7,03¢ 6,23¢
137 1,35¢ 2,214 2,69¢
1,81¢ 1,30(C 4,82% 3,54(
4 7 292 3C
$182( $1300 $ 5114 $ 3,57C
35,32: 35,20( 35,27¢ 35,63:.
38,02¢ 37,52( 37,84¢ 36,64¢
$ 008 $ 004 $ 014 $ 0.C
$ 005 $ 00 $ 014 $ 0.1
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
SEPTEMBER 30, 2013 AND DECEMBER 31, 2012
(In Thousands, except for Per Share Data)

ASSETS

Cash and cash equivalents (includes $788 and $1:8§3ectively, related to VIE

Restricted cas

Broker receivabli

SBA loans held for investment, net (includes $11,88d $12,910, respectively, related to securitinai
trust VIE; net of reserve for loan losses of $1,ahd $2,589, respectivel

SBA loans held for investment, at fair value (irt#s $49,389 and $22,931, respectively, related to
securitization trust VIE

Accounts receivable (net of allowance of $1,154 $56l1, respectively

SBA loans held for sale, at fair val

Prepaid expenses and other assets, net (inclugé35$dnd $1,123, respectively, related to secatitin
trust VIE)

Servicing asset (net of accumulated amortizatiahalowances of $7,576 and $6,750, respectiy

Fixed assets (net of accumulated depreciation armtezation of $10,515 and $10,922, respectiv

Intangible assets (net of accumulated amortizaifd$8,465 and $5,591, respective

Credits in lieu of cas

Deferred tax asset, n

Goodwill

Total asset

LIABILITIES AND EQUITY

Liabilities:
Accounts payable, accrued expenses and otheiitied
Notes payabli
Note payabl« securitization trust VIE
Capital lease obligatio
Deferred revenu
Notes payable in credits in lieu of ce
Total liabilities

Commitments and contingenci

Equity:
Newtek Business Services, Inc. shareho’ equity:
Preferred shares (par value $0.02 per share; azehlot,000 shares, no shares issued and
outstanding
Common shares (par value $0.02 per share; autdos#®00 shares, 36,913 issued; 35,327
and 35,178 outstanding, respectively, not includBghares held in escro
Additional paic-in capital
Retained earnings (includes $1,466 related to dfadimn of VIE on January 1, 201
Treasury shares, at cost (1,586 and 1,735 shasgsedtively’
Total Newtek Business Services, Inc. shareho’ equity
Non-controlling interest:
Total equity

Total liabilities and equit

September 3C December 31
2013 2012
Unauditec (Note 1)
$ 7,761 $  14,22¢

10,39¢ 8,45¢
19,59:¢ 16,69¢
12,28 14,64
67,11: 43,05¢
12,49t 10,87:
2,49( 89¢
13,554 11,01
6,08( 4,68:
3,58¢ 3,52
1,31C 1,55¢
4,307 8,70:
3,90¢ 2,31¢
12,097 12,097

$ 176,97 $ 152,74
$ 13,28¢ $ 11,20¢
44,07¢ 39,82!
38,74« 22,03¢
69¢ 632

1,407 1,43
4,307 8,70:
102,52. 83,84(
73€ 73¢
61,21: 60,60¢
12,12( 7,00¢
(1,330) (1,50¢)
72,74 66,84
1,70¢ 2,05¢
74,44¢ 68,90:

$ 176,97: $ 152,74

See accompanying notes to these unaudited condeassdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2013 AND 202

(In Thousands)

Cash flows from operating activitie
Condensed consolidated net inca $
Adjustments to reconcile condensed consolidateéheeime to net cash used in operating activi
Income from tax credit
Accretion of interest expen:
Fair value adjustments on SBA loc
Fair value adjustment on warrant liabil
Fair value adjustment of credits in lieu of casH antes payable in credits in lieu of c:
Deferred income taxe
Depreciation and amortizatic
Accretion of discoun
Provision for loan losse
Other, ne
Changes in operating assets and liabilit
Originations of SBA loans held for s¢
Proceeds from sale of SBA loans held for :
Broker receivabli
Accounts receivabl
Prepaid expenses, accrued interest receivablethed asset
Accounts payable, accrued expenses and deferredue
Other, ne

Net cash used in operating activit

Cash flows from investing activitie
Investments in qualified busines:
Return of investments in qualified busines
Purchase of fixed assets and customer merchantiats
SBA loans originated for investment, i
Payments received on SBA loc
Change in restricted ca
Other, ne

Net cash used in investing activiti

2013 2012

482: $ 3,54
(86) (447
112 462
1,574 1,217
— 111
(26) (22)
(1,58%) (2,467)
2,45¢ 2,27¢
29¢ 19¢
384 354
1,457 1,01t
(91,599 (55,14
90,16 56,39
(2,895 (5,627)
(2,15¢) (3,631)
(2,999 3,45¢
2,37¢ (46¢)
(3,567) (3,12¢)
(1,257) (1,897)
— (1,651
1,537 101
(1,445) (1,319
(28,409 (17,109
4,19¢ 3,261
— 99¢

(109) —
(24,23) (15,709

See accompanying notes to these unaudited condeossdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2013 AND 2d2 (CONTINUED)

(In Thousands)

2013 2012
Cash flows from financing activitie
Net (repayments) proceeds on bank lines of ¢ $ 4,29t $12,82¢
Increase in cash due to consolidation of subsic — 2,763
Proceeds from term loe — 10,00(
Repayments on bank term note pay: (319 (313
Issuance of senior notes, net of issuance 20,90¢ —
Repayments of senior not (4,37)) (3,389
Additions to deferred financing cos (1,109 (1,319
Change in restricted cash related to securitiz: (609) 5,05:
Purchase of treasury sha — (92€)
Proceeds from exercise of stock optir 15C —
Other 67 4
Net cash provided by financing activiti 19,02( 24,70¢
Net (decrease) increase in cash and cash equis (6,46¢) 7,10:
Cash and cash equivaler beginning of periot 14,22¢ 11,20:
Cash and cash equivale~ end of perioc $ 7,761 $18,30-
Supplemental disclosure of cash flow activities
Reduction of credits in lieu of cash and notes plya credits in lieu of cash balanc $ 4,48 $ 7,90:
Additions to additional pa-in capital for warrants expired previously attrille to no-controlling interest: $ — $ 33C
Additions to norcontrolling interests as a result of consolidatdmajority owned subsidiar $ — $ 2,297
Initial allocation of value assigned to warrantuisd in financing transactic $ — $ 1,95¢

See accompanying notes to these unaudited condeassdlidated financial statements.
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NEWTEK BUSINESS SERVICES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — DESCRIPTION OF BUSINESS AND BASIS OF PRESETATION:

Newtek Business Services, I. (“Newtek” or the “Company”) is a holding company &everal wholly- and majority-owned subsidiaries,
including twelve certified capital companies whante referred to as Capcos, and several portfolispemies in which the Capcos own non-
controlling or minority interests. The Company pd®s a “one-stop-shop” for business services tathall- and medium-sized business
market and uses state of the art web-based praprittchnology to be a low cost acquirer and prewaf products and services. The
Company partners with companies, credit unions,amsthciations to offer its services.

The Company’s principal business segments are:

Electronic Payment ProcessingMarketing third party credit card processing andathapproval services to the small- and mediumdsize
business market under the name of Newtek MerchalntiSns.

Small Business FinanceThe segment is comprised of Newtek Small BusingsanEe, Inc. (‘NSBF”), a nationally licensed, USSnall
Business Administration (“SBA”) lender that origtea, sells and services loans to qualifying smadifesses, which are partially guaranteed
by the SBA and CDS Business Services, Inc. d/biatdleBusiness Credit (‘NBC”) which provides recdlafinancing and management
services.

Managed Technology SolutionsCrystalTech Web Hosting, Inc., d/b/a Newtek TecbgglServices (“NTS"), offers shared and dedicated
web hosting, data storage and backup servicesd domputing plans, web design and related serticdse small- and medium-sized
business market.

All Other: Businesses formed from investments made througle&Caqgrams and others which cannot be aggregatbdther operating
segments, including insurance and payroll procgssin

Corporate Activities: Corporate implements business strategy, directketiag, provides technology oversight and guidacoerdinates
and integrates activities of the segments, corgnaith alliance partners, acquires customer oppdias, and owns our proprietary
NewTrackel® referral system. This segment includes revenuesapdnses not allocated to other segments, includtegest income, Capco
management fee income and corporate operationsisgpe

Capco: Twelve certified capital companies which invessimall- and medium-sized businesses. They genevateash income from tax
credits and non-cash interest expense and insuexpesses in addition to cash management fees.

The condensed consolidated financial statememntewatek, its subsidiaries and consolidated entitiekided herein have been prepared by
the Company in accordance with accounting prinsiglenerally accepted in the United States of Araaitd include all wholly- and
majority-owned subsidiaries, and several portfabmpanies in which the Capcos own non-controllingarity interest in, or those variable
interest entities of which Newtek is considerethéahe primary beneficiary. All interempany balances and transactions have been efet
in consolidation. Non-controlling interests areadpd below net income (loss) under the heading {eome) loss attributable to non-
controlling interests” in the condensed consolidaatements of income (unaudited) and shown asn@anent of equity in the condensed
consolidated balance sheets.

The accompanying notes to unaudited condensed lidetsal financial statements should be read inwwetjon with Newtek’s 2012 Annual
Report on Form 10-K. These financial statement tteen prepared in accordance with instructiof®tm 10-Q and Article 10 of
Regulation S-X and, therefore, omit or condenstagefootnotes and other information normally ird#d in financial statements prepared in
accordance with accounting principles generallyepted in the United States. In the opinion of managnt, all adjustments, consisting of
normal recurring items, considered necessary fairgresentation have been included. The resfiltperations for an interim period may |
give a true indication of the results for the emtiear. The December 31, 2012 condensed consalidatance sheet has been derived fron
audited financial statements of that date but datsnclude all disclosures required by accounprigciples generally accepted in the United
States of America.

All financial information included in the tablesihe following footnotes is stated in thousandsegt per share data.

7
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NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES:
Use of Estimates

The preparation of consolidated financial stateméntonformity with accounting principles geneyalccepted in the United States of
America requires management to make estimatessmuaingptions that affect the reported amounts otsssal liabilities and disclosures of
contingent assets and liabilities at the date efdbnsolidated financial statements, and the reda@inounts of revenue and expense durin
reporting period. The level of uncertainty in esttes and assumptions increases with the lengtmefuntil the underlying transactions are
complete. The most significant estimates are vagpect to valuation of investments in qualifiedibesses, asset impairment valuation,
allowance for loan losses, valuation of servicisgeds, chargback reserves, tax valuation allowances and the/ddile measurements uset
value certain financial assets and financial liib8. Actual results could differ from those esites.

Revenue Recognitio

The Company operates in a number of different seggn&evenues are recognized as services are eghdled are summarized as follows:

Electronic payment processing revenElectronic payment processing and fee income isei@ifrom the electronic processing of credit and
debit card transactions that are authorized antloeghthrough third-party networks. Typically, meaats are charged for these processing
services on a percentage of the dollar amountaif #ansaction plus a flat fee per transactionta®@merchant customers are charged
miscellaneous fees, including fees for handlinggidacks or returns, monthly minimum fees, statdrfees and fees for other
miscellaneous services. Revenues derived froml#dugrenic processing of MasterCafdind Visa® sourced credit and debit card transactions
are reported gross of amounts paid to sponsor banks

Web hosting revenuélanaged technology solutions revenue is primardgiveed from monthly recurring service fees for tlse of its web
hosting, web design and software support servicastomer set-up fees are billed upon service tittisand are recognized as revenue over
the estimated customer relationship period of 2&ry. Payment for web hosting and related servioedding cloud plans, is generally
received one month to one year in advance. Defeenaghues represent customer payments for wemigosteb design and related services
in advance of the reporting period date. Revenueléud related services is based on actual consompsed by a cloud customer.

Sales and Servicing of SBA LoaN$SBF originates loans to customers under the SBnam that generally provides for SBA guarantees of
50% to 90% of each loan, subject to a maximum guaesamount. This guaranteed portion is generallyt® a third party via an SBA
regulated secondary market transaction utilizind\$®rm 1086 for a price equal to the guaranteed Iaount plus a premium that includes
both an upfront cash payment and the fair valuetoire net servicing income. Prior to October 11@0NSBF recognized the revenue item
“Premium on loan sales” net of capitalized loanenges and the discount on the retained unguaraptetdn; subsequent to the adoption of
fair value of SBA 7(a) loans on October 1, 2010BNRSecognizes premium on loan sales as equal toasie premium plus the fair value of
the servicing income. Revenue is recognized ornrdue date of the guaranteed portion, except asited below.

Upon recognition of each loan sale, the Comparginstservicing responsibilities and receives sargifees of a minimum of 1% of the
guaranteed loan portion sold. The Company is requiv estimate its adequate servicing compensatithe calculation of its servicing asset.
The purchasers of the loans sold have no recoaorsetCompany for failure of customers to pay an®eontractually due.

Subsequent measurements of each class of sergisgggs and liabilities may use either the amoitizahethod or the fair value measuren
method. NSBF has chosen to apply the amortizatiethad to its servicing asset, amortizing the assptoportion to, and over the period of,
the estimated future net servicing income on treeuging sold guaranteed portion of the loans askssing the servicing asset for
impairment based on fair value if and when a triiggeevent occurs. In the event future prepaymargssignificant or impairments are
incurred and future expected cash flows are inaaeqio cover the unamortized servicing assetstiaddl amortization or impairment
charges would be recognized. In evaluating and anggsimpairment of servicing assets, NSBF stradifits servicing assets based on year of
loan and loan term which are the key risk char&ties of the underlying loan pools. The Compangsuasn independent valuation speciali:
estimate the fair value of the servicing assetdgudating the present value of estimated fututeseevicing cash flows, using assumptions of
prepayments, defaults, servicing costs and disc@ies that NSBF believes market participants waglel for similar assets. If NSBF
determines that the impairment for a stratum ipienary, a valuation allowance is recognized throagiharge to current earnings for the
amount the amortized balance exceeds the currenalae. If the fair value of the stratum werddter increase, the valuation allowance may
be reduced as a recovery. However, if NSBF detersiihat impairment for a stratum is other than tanauy, the value of the servicing asset
and any related valuation allowance is written-down
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SBA Loan Interest and Fedaterest income on loans is recognized as earnéolardis placed on non-accrual status if it excé&#ldays past
due with respect to principal or interest and h& opinion of management, interest or principalt@nloan is not collectible, or at such earlier
time as management determines that the collediabflisuch principal or interest is unlikely. Suclans are designated as impaired non-
accrual loans. All other loans are defined as pariiog loans. When a loan is designated as impaioedaccrual, the accrual of interest is
discontinued, and any accrued but uncollectedeéstancome is reversed and charged against cuopenations. While a loan is classified as
impaired non-accrual and the future collectabitityhe recorded loan balance is doubtful, collewtiof interest and principal are generally
applied as a reduction to principal outstanding.

The Company passes certain expenditures it inoutgetborrower, such as force placed insuranceffingnt funds fees, or fees it assesses,
such as late fees, with respect to managing the taese expenditures are recorded when incurred t®the uncertainty with respect to
collection of these passed through expendituressessed fees, any funds received to reimburgectmpany are recorded on a cash basis as
other income.

Income from tax creditsFollowing an application process, a state will fyoti company that it has been certified as a Caple.state or
jurisdiction then allocates an aggregate dollar amof tax credits to the Capco. However, such amh@uneither recognized as income
otherwise recorded in the financial statementsesihibas yet to be earned by the Capco. The Capentitled to earn tax credits upon
satisfying defined investment percentage thresheltlin specified time requirements. Newtek has €@apoperating in five states and the
District of Columbia. Each statute requires that @apco invest a threshold percentage of “certifiguital” (the funds provided by the
insurance company investors) in businesses deéineplialified within the time frames specified. As Capco meets these requirements, it
avoids grounds under the statute for its disqualifon for continued participation in the Capcogyeon. Such a disqualification, or
“decertification” as a Capco results in a permameoapture of all or a portion of the allocated ¢aedits. The proportion of the possible
recapture is reduced over time as the Capco renrageneral compliance with the program rules aegtsithe progressively increasing
investment benchmarks. As the Capco progressésimviestments in Qualified Businesses and, acaglgli places an increasing proportion
of the tax credits beyond recapture, it earns anuartnequal to the non-recapturable tax creditsrandrds such amount as income, with a
corresponding asset called “credits in lieu of Easlthe balance sheet.

The amount earned and recorded as income is dekedrbly multiplying the total amount of tax credittcated to the Capco by the
percentage of tax credits immune from recapture ¢drned income percentage) at that point. Toxtenethat the investment requirements
are met ahead of schedule, and the percentagenakgapturable tax credits is accelerated, theepteglue of the tax credit earned is
recognized currently and the asset, credits indiecash, is accreted up to the amount of tax tsefliverable to the certified investors. The
obligation to deliver tax credits to the certifieyestors is recorded as notes payable in cretitsu of cash. On the date the tax credits are
utilizable by the certified investors, the Capcargdases credits in lieu of cash with a correspandacrease to notes payable in credits in lieu
of cash.

Insurance commissionRevenues are comprised of commissions earned omyres paid for insurance policies and are recoghiehe

time the commission is earned. At that date, tlriegs process has been completed and the Compangstimate the impact of policy
cancellations for refunds and establish reservies.réserve for policy cancellations is based otohical cancellation experience adjusted by
known circumstances.

Other incomeOther income represents revenues derived from tipgranits that cannot be aggregated with otheiness segments. In
addition, other income represents one time recesan gains on investments. Revenue is recorded thieee is strong evidence of an
agreement, the related fees are fixed, the seovipeoduct has been delivered, and the collectfaherelated receivable is assured.

» Receivable feeReceivable fees are derived from the funding (pasel of receivables from finance clients. NBC rexoes the revenue
on the date the receivables are purchased at amiage of face value as agreed to by the clierd.ddmpany also has arrangements with
certain of its clients whereby it purchases thertls receivables and charges a fee at a speciftecbased on the amount of funds
advanced against such receivables. The funds mdwce collateralized and the income is recogrigegiarnec

» Late feesl ate fees are derived from receivables NBC hashased that have gone over a certain period (usoedy 30 days) without
payment. The client or the client’'s customer isrghd a late fee according to the agreement witltlibat and NBC records the fees as
income in the month in which such receivable bepeest due

« Billing fees:Billing fees are derived from billing-only (non-fimce) clients. These fees are recorded when eastézh occurs when the
service is renderel

» Other feesThese fees include re-underwriting fees, due diligefees, termination fees, under minimum fees adinelr fees including
finance charges, supplies sold to clients, NSF, fegs fees and administration fees. These feeslared upon funding, takeovers or
liquidation of finance clients. The Company alsoeiges commission revenue from various sout
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Electronic Payment Processing Cos

Electronic payment processing costs consist prallgipf costs directly related to the processingnafrchant sales volume, including
interchange fees, VISRand MasterCar® dues and assessments, bank processing fees asgaimsto thirdparty processing networks. St
costs are recognized at the time the merchantacéioss are processed or when the services arerperfl. Two of the most significant
components of electronic processing expenses iacéhtdrchange and assessment costs, which arg get bredit card associations.
Interchange costs are passed on to the entitynigsbie credit card used in the transaction andsassent costs are retained by the credit card
associations. Interchange and assessment feesledepbimarily as a percent of dollar volume presed or, to a lesser extent, as a per
transaction fee. In addition to costs directly tedbto the processing of merchant sales volumeirel@ic payment processing costs also
include residual expenses, which represent feestpahird-party sales referral sources. Residypéases are paid under various formulae as
contracted. These are generally linked to revedaesed from merchants successfully referred toGbmpany and that begin using the
Company for merchant processing services.

Restricted Casl

Restricted cash includes cash collateral relating letter of credit; monies due on SBA loan-ralatmittances and insurance premiums
received by the Company and due to third partiash dield by the Capcos restricted for use in magaad operating the Capco, making
qualified investments and for the payment of incaex@s; cash reserves associated with the seatiotiz cash set aside to purchase
unguaranteed portions originated subsequent tegberitization transaction, cash held in blockezbaots used to pay down bank note
payables, cash held for our payroll clients waitiadpe remitted to their employees or taxing atth@nd a cash account maintained as a
reserve against electronic payment processing ebank losses. Following is a summary of restriceesh by segment:

(In thousands) September 30, 201 December 31, 201
Electronic payment processil $ 61¢ $ 387
Small business financ 6,217 4,95¢
All other 1,35¢ 27¢
Corporate activitie: 1,067 987
Capcos 1,13¢ 1,84¢
Totals $ 10,39¢ $ 8,45¢

Broker Receivable

Broker receivable represents amounts due from frartles for loans which have been traded at pesiwbibut have not yet settled.

Purchased Receivable

For clients that are assessed fees based on adismowell as for clients that are on a prime fhesschedule, purchased receivables are
recorded at the point in time when cash is rele&séde client. A majority of the receivables puashd with respect to prime plus
arrangements are recourse and are sold back thieheif aged over 90 days, depending on conted@greements. Purchased receivables are
included in accounts receivable on the consolidatddnce sheets.

10
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Investments in Qualified Businesst

The various interests that the Company acquirés nualified investments are accounted for undde¥d methods: consolidation, equity
method and cost method. The applicable accountethad is generally determined based on the Compafing interest or the economics
of the transaction if the investee is determinebda variable interest entity.

Consolidation Methodnvestments in which the Company directly or indie owns more than 50% of the outstanding votiegusities,

those the Company has effective control over, oseéhldeemed to be a variable interest entity in kvtiie Company is the primary beneficiary
are generally accounted for under the consolidatiethod of accounting. Under this method, an inaest’s financial position and results of
operations are reflected within the Company’s cosdd consolidated financial statements. All sigatit inter-company accounts and
transactions are eliminated, including returnsraigipal, dividends, interest received and investtmedemptions. The results of operations
and cash flows of a consolidated operating entiyirgcluded through the latest interim period inahithe Company owned a greater than
50% direct or indirect voting interest, exercisedtcol over the entity for the entire interim petior was otherwise designated as the primary
beneficiary. Upon dilution of control below 50%, @pon occurrence of a triggering event requirirgpresideration as to the primary
beneficiary of a variable interest entity, the agtting method is adjusted to the equity or costho@tof accounting, as appropriate, for
subsequent periods.

Equity MethodInvestments that are not consolidated, but oveclvtiie Company exercises significant influence aa@unted for under the
equity method of accounting. Whether or not the @any exercises significant influence with respedr investee depends on an evaluation
of several factors including, among others, repreg®sn on the investee’s Board of Directors andemship level, which is generally a 20%

to 50% interest in the voting securities of theeistee, including voting rights associated withG@uenpany’s holdings in common, preferred
and other convertible instruments in the investieder the equity method of accounting, an investaetounts are not reflected within the
Company’s condensed consolidated financial statesnaowever, the Company’s share of the earnindssses of the investee is reflected in
the Company’s condensed consolidated financiadistants.

Cost MethodlInvestments not accounted for under the consotidair the equity method of accounting are accoufatednder the cost
method of accounting. Under this method, the Comigashare of the net earnings or losses of sucbsitneents is not included in the
Company'’s condensed consolidated financial statesnetowever, cost method impairment charges amgrézed, as necessary, in the
Company'’s condensed consolidated financial statesn#rcircumstances suggest that the value ofrthestee has subsequently recovered,
such recovery is not recorded until ultimately Ildated or realized.

The Company’s debt and equity investments havetantislly been made with funds available to Newttalough the Capco programs. These
programs generally require that each Capco meeanianom investment benchmark within five years dfiai funding. In addition, any funds
received by a Capco as a result of a debt repayarerguity return may, under the terms of the Capograms, be reinvested and counted
towards the Capcos’ minimum investment benchmarks.

Securitization Activities

NSBF engaged in a securitization of the unguaranpeetions of its SBA 7(a) loans in 2010, 2011 2Ad3. Because the transfer of th
assets did not meet the criteria of a sale for@aiiog purposes, it was treated as a secured bimmgoNSBF continues to recognize the assets
of the secured borrowing in Loans held for investtremnd the associated financing in Notes payabliemronsolidated balance sheets.

Share— Based Compensation

All share-based payments to employees are recafjimizbe financial statements based on their faiues using an option-pricing model at
the date of grant. The Company recognizes compensan a straight-line basis over the requisit&iserperiod for the entire award. The
Company has elected to adopt the alternative tianshethod for calculating the tax effects of shhased compensation. The alternative
transition method includes a simplified method dtablish the beginning balance of the additionaljracapital pool related to the tax effects
of employee share-based compensation, which isadaito absorb tax deficiencies.
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Fair Value

The Company adopted the methods of fair value lwevids financial assets and liabilities. The Comypaarries its credits in lieu of cash,
prepaid insurance and notes payable in crediigindf cash at fair value. In addition, the Compalected on October 1, 2010 to fair value
SBA loans held for investment and SBA loans hetdstde. Fair value is based on the price that wbeldeceived to sell an asset or paid to
transfer a liability in an orderly transaction beem market participants at the measurement datedbr to increase consistency and
comparability in fair value measurements, the Campéilized a fair value hierarchy that prioritizesservable and unobservable inputs used
to measure fair value into three broad levels, Wiie described below:

Level 1 Quoted prices in active markets for identical assetiabilities. Level 1 assets and liabilitieslude debt and equity securities
and derivative contracts that are traded in ava&kchange market, as well as certain U.S. Trgasther U.S. Government
and agency mortga-backed debt securities that are highly liquid aredaatively traded in ov-the-counter markets

Level 2 Observable inputs other than Level 1 prices, ssajuated prices for similar assets or liabilitiggoted prices in markets that
are not active; or other inputs that are observabt=an be corroborated by observable market datsubstantially the full
term of the assets or liabilities. Level 2 assat$l@bilities include debt securities with quotaites that are traded less
frequently than exchange-traded instruments andatamre contracts whose value is determined usipgang model with
inputs that are observable in the market or catlebized principally from or corroborated by obsdieamarket data. This
category generally includes certain U.S. Governraedtagency mortgage-backed debt securities, catgpdebt securities,
derivative contracts and residential mortgage |dweic-for-sale.

Level 3 Unobservable inputs that are supported by littla@market activity and that are significant to thie value of the assets or
liabilities. Level 3 assets and liabilities inclufileancial instruments whose value is determinadgupricing models,
discounted cash flow methodologies, or similar teghes, as well as instruments for which the deirgaition of fair value
requires significant management judgment or estimaf his category generally includes certain pgevequity investments,
retained residual interests in securitizationsgdezgial mortgage servicing rights, and highly stawed or long-term derivative
contracts

Income Taxes

Deferred tax assets and liabilities are computegdapon the differences between the financiadistant and income tax basis of assets and
liabilities using the enacted tax rates in effectthe year in which those temporary differenceseapected to be realized or settled. If
available evidence suggests that it is more liklen not that some portion or all of the deferedassets will not be realized, a valuation
allowance is required to reduce the deferred tagtago the amount that is more likely than ndidoealized.

The Company’s effective tax rate for the three aim@ month periods was approximately 7% and 33%peetively. The Company recorded a
discreet income tax benefit of approximately $360,8uring the period ended September 30, 2013 whiphacted the rate favorably by
approximately 4% in both periods. The discreet medax benefit was attributable to a tax true-ujp¥ang the filing of the Company’s 2012
state tax returns. In addition, the Company hamheet current tax provision for the quarter due agments made for expected 2013 taxes due
that have exceeded the tax computed on the cureantto date income.

The Company’s U.S. Federal and state income taxnefprior to fiscal year 2009 are closed and memeggnt continually evaluates expiring
statutes of limitations, audits, proposed settldsiarhanges in tax law and new authoritative rgling

Accounting for Uncertainty in Income Taxe

The ultimate deductibility of positions taken ompexted to be taken on tax returns is often uneertaiorder to recognize the benefits
associated with a tax position taken (i.e., geiyeeatieduction on a corporation’s tax return), éinéity must conclude that the ultimate
allowability of the deduction is more likely thaotnlf the ultimate allowability of the tax positiexceeds 50% (i.e., it is more likely than
not), the benefit associated with the positioreisognized at the largest dollar amount that ha®riam a 50% likelihood of being realized
upon ultimate settlement. Differences between taitjpns taken in a tax return and recognized gétherally result in (1) an increase in
income taxes currently payable or a reduction imaome tax refund receivable or (2) an increas dieferred tax liability or a decrease in a
deferred tax asset, or both (1) and (2).

Fair Value of Financial Instruments

As required by the Financial Instruments Topictaf Financial Accounting Standards Board (“FASB”cAanting Standards Codification
(“ASC"), the estimated fair values of financial insments must be disclosed. Excluding fixed assgtzngible assets, goodwill, and prepaid
expenses and other assets (noted below), sub#iiaatiaf the Companys assets and liabilities are considered finanngttiments as defin
under this standard. Fair value estimates are ctiNgein nature and are dependent on a numbepaoif&ant assumptions associated with
each instrument or group of similar instrumentsluding estimates of discount rates, risks assediafith specific financial instruments,
estimates of future cash flows and relevant avkslatarket information.
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The carrying values of the following balance shghs approximate their fair values primarily dogheir liquidity and short-term or
adjustable-yield nature:

» Cash and cash equivale!

* Restricted cas

» Broker receivabl

» Accounts receivabl

* Notes payabl

» Accrued interest receivable (included in Prepaidesses and other asse

» Accrued interest payable (included in Accounts p#gjaaccrued expenses and other liabilit

» Accounts payable and accrued expei

The carrying value of investments in Qualified Biesises (included in Prepaid expenses and othdsgas3eedits in lieu of cash and Notes
payable in credits in lieu of cash as well as SBank held for investment and SBA loans held fog approximate fair value based on
management’s estimates.

New Accounting Standard

In July 2013, the FASB issued ASU No. 2013-11: ené&stion of an Unrecognized Tax Benefit When a®jetrating Loss Carryforward, a
Similar Tax Loss, or a Tax Credit Carryforward Ei€'ASU 2013-11"). The amendments in ASU 2013-14 iatended to end inconsistent
practices regarding the presentation of unrecogrtiae benefits on the balance sheet. An entity balrequired to present an unrecognizec
benefit as a reduction of a deferred tax assed fuet operating loss (“NOL”") or tax credit carryi@rd whenever the NOL or tax credit
carryforward would be available to reduce the addél taxable income or tax due if the tax posit@disallowed. An entity is required to
apply the amendments prospectively for annual teémpperiods beginning after December 15, 2013,fanthterim periods within those
annual periods. Early adoption and retrospectiy#iegtion are permitted. The Company does not goatie the adoption of this guidance will
have a material impact on its Unaudited Condensets@idated Financial Statements or disclosures.

Reclassifications

The prior period amount reported for the accretibdiscount has been reclassified on our statewietdash flows to conform to current
quarter presentation.

NOTE 3 — FAIR VALUE MEASUREMENTS:
Fair Value Option Elections

Effective January 1, 2008, the Company adopted/idire accounting concurrent with the electionhef fair value option. The accounting
standard relating to the fair value measuremeatsfiels the definition of fair value and descrilmesthods available to appropriately measure
fair value in accordance with GAAP. The accounstandard applies whenever other accounting stasdagire or permit fair value
measurements. The accounting standard relatirftetéatr value option for financial assets and ficiahliabilities allows entities to

irrevocably elect fair value as the initial and sepuent measurement attribute for certain finarasiséts and financial liabilities that are not
otherwise required to be measured at fair valuth @hianges in fair value recognized in earningtheg occur. It also establishes presentation
and disclosure requirements designed to improvepaoability between entities that elect differentasierement attributes for similar assets
and liabilities.

On January 1, 2008, the Company elected the faievaption for valuing its Capcos’ credits in lieficash, notes payable in credits in lieu of
cash and prepaid insurance.

On October 1, 2010, the Company elected the fairevaption for valuing its SBA 7(a) loans fundedamafter that date which are includec
SBA loans held for investment and SBA loans hefdstde.

The Company elected the fair value option in otdeeflect in its financial statements the assuorsithat market participants use in
evaluating these financial instruments.
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Fair Value Option Election — Credits in Lieu of Ca$, Prepaid Insurance and Notes Payable in CreditsiiLieu of Cash

Under the cost basis of accounting, the discouatrased to calculate the present value of thétsriedieu of cash and notes payable in
credits in lieu of cash did not reflect the crestihancements that the Company’s Capcos obtainedGiteartis, Inc. (“Chartis”) (the renamed
property and casualty holdings of American Inteoval Group, Inc., “AlG”), namely its AA+ rating auch time, for their debt issued to
certified investors. Instead the cost paid fordredit enhancements was recorded as prepaid irueand amortized on a straight-line basis
over the term of the credit enhancements.

With the adoption of the fair value measuremerftr@ncial assets and financial liabilities and éhection of the fair value option, credits in
lieu of cash and notes payable in credits in litcash are valued based on the yields at whicéigdinstruments would change hands
between a willing buyer and a willing seller whée former is not under any compulsion to buy ardldlter is not under any compulsion to
sell, both parties having reasonable knowledgelefrant facts. The accounting standards requiréaihgalue of the assets or liabilities to be
determined based on the assumptions that markttipants use in pricing the financial instrumdntdeveloping those assumptions, the
Company identified characteristics that distinguisirket participants generally, and consideredfacpecific to (a) the asset type, (b) the
principal (or most advantageous) market for thetgsoup, and (c) market participants with whomréq@orting entity would transact in that
market.

Based on the aforementioned characteristics amibm of the Chartis credit enhancements, the Compatieves that market participants
purchasing or selling its Capcatebt, and therefore its credits in lieu of cash aoigs payable in credits in lieu of cash, viewperformance
risk to be equal to the risk of Chartis nonperfonoerisk and as such both the fair value of craditieu of cash and notes payable in credits
in lieu of cash should be priced to yield a rateado comparable U.S. Dollar denominated debtumsénts issued by Chartis’ parent, AlG.
Because the value of notes payable in credit®indi cash directly reflects the credit enhancembtdined from Chartis, the unamortized
cost relating to the credit enhancement will caadee separately carried as an asset on Companiydeased consolidated balance sheets ant
is incorporated in notes payable in credits in bégash.

Assets and Liabilities Measured at Fair Value on &ecurring Basis:

Fair Value Measurements at September 30, 2013 Usin

Total
Unrealized
Gains and
(In thousands): Total Level 1 Level 2 Level 3 (Losses)
Assets
Credits in lieu of cas $ 4307 $— $4,307 $ — $ —
SBA loans held for investme 67,11: — — 67,112 (1,737)
SBA loans held for sal 2,49( — 2,49( — 162
Total asset $73,90¢ $ — $6,797 $67,112 $ (1,57)
Liabilities
Notes payable in credits in lieu of ce $ 4300 $— $4307 $ — $ 2€
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Assets and Liabilities Measured at Fair Value on &ecurring Basis:

Fair Value Measurements at December 31, 2012 Usin

Total
Unrealized
Gains and
(In thousands): Total Level 1 Level 2 Level 3 (Losses)
Assets
Credits in lieu of cas $ 870 $— $870: $ — $ —
SBA loans held for investme 43,05¢ — — 43,05t (851)
SBA loans held for sal 89¢€ — 89¢€ — (162)
Total asset $52,65¢ $—  $9,59¢ $43,05¢ $ (1,019
Liabilities
Notes payable in credits in lieu of ce $ 8,70: $— $8,70: $ — $ 3
Warrants — — — — (117)
Total liabilities $ 870 $— $8,70: $ — $ (109

Credits in lieu of cash and Notes payable in creditin lieu of cash

The Company elected to account for both creditieinof cash and notes payable in credits in liegash at fair value in order to reflect in its
condensed consolidated financial statements thargasns that market participant’s use in evaluathrese financial instruments.

Fair value measurements:

The Company’s Capcos’ debt, enhanced by Chartisanse, effectively bears the nonperformance rfisBhartis. The closest trading
comparators are the debt of Chartis’ parent, Alkeréfore the Company calculates the fair valueottfi the credits in lieu of cash and notes
payable in credits in lieu of cash using the yialfisarious AIG notes with similar maturities tockeof the Company’s respective Capcos’
debt (the “Chartis Note Basket”). The Company @édb discontinue utilizing AIG’s 7.70% Series AWsnior Subordinated Debentures
because those long maturity notes began to tratteclvaracteristics of a preferred stock after AéGeaived financing from the United States
Government. The Company considers the Chartis Ragket a Level 2 input under fair value accountsigge it is a quoted yield for a
similar liability that is traded in an active exclgg market. The Company selected the Chartis Naskd as the most representative of the
nonperformance risk associated with the Capco rmeause they are Chartis issued notes, are actiaeled and because maturities match
credits in lieu of cash and notes payable in csaditieu of cash.

After calculating the fair value of both the cradit lieu of cash and notes payable in creditgein bf cash, the Company compares their
values. This calculation is done on a quarterlysha3alculation differences primarily due to taerdit receipt versus delivery timing may
cause the value of the credits in lieu of cashifferdfrom that of the notes payable in creditdigu of cash. Because the credits in lieu of cash
asset has the single purpose of paying the notegbfgin credits in lieu of cash and has no ottaduer to the Company, Newtek determined
that the credits in lieu of cash should equal thies payable in credits in lieu of cash.

On December 31, 2012, the yield on the Chartis Baisket was 1.72%. As of September 30, 2013, tteetda Company revalued the asset
and liability, the yields on the Chartis notes aggxd 1.73% reflecting changes in interest ratéisenmarketplace. This increase in yield
increased both the fair value of the credits in b cash and the fair value of the notes payabt@eadits in lieu of cash. The Company
increased the value of the credits in lieu of daskqual the value of the notes payable in credliigu of cash because the credits in lieu of
cash can only be used to satisfy the liability engt equal the value of the notes payable in grédilieu of cash at all times. There was no
material net change in fair value reported in tlen@any’s condensed consolidated statements of iadonthe three months ended
September 30, 2013, and for the nine months endpte@ber 30, 2013, the Company reported a gai2&0$0.
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On December 31, 2011, the yield on the Chartis Batgket was 5.53%. As of September 30, 2012, tteetda Company revalued the asset
and liability, the yields on the Chartis notes agmd 2.16% reflecting changes in interest ratéiseénmarketplace. This decrease in yield
decreased both the fair value of the credits in diEcash and the fair value of the notes payabteedits in lieu of cash. The Company
decreased the value of the credits in lieu of ¢agiqual the value of the notes payable in credliigu of cash because the credits in lieu of
cash can only be used to satisfy the liability emgst equal the value of the notes payable in gédiieu of cash at all times. The net change
in fair value reported in the Company’s condensmtsolidated statements of income for the three hsand nine months ended

September 30, 2012 was a loss of $20,000 and a0§&i1,000, respectively.

Changes in the future yield of the Chartis Notek®asvill result in changes to the fair values o ttredits in lieu of cash and notes payable in
credits in lieu of cash when calculated for futpegiods; these changes will be reported througlCrapany’s condensed consolidated
statements of income.

SBA 7(a) Loans

On October 1, 2010, the Company elected to utilieefair value option for SBA 7(a) loans fundedasrafter that date. Management believed
that doing so would promote its effort to both slifypand make more transparent its financial staeta by better portraying the true
economic value of this asset on its balance shebstatement of income. NSBF originates, funds,samdices government guaranteed loans
under section 7(a) of the Small Business Act. TBA 8oes not fully guarantee the SBA 7(a) Loans:3BA 7(a) Loan is bifurcated into a
guaranteed portion and an unguaranteed portioh, @&aruing interest on the principal balance ohguartion at a per annum rate in effect
from time to time. NSBF originates variable intédesins, usually set at a fixed index to the Priate that resets quarterly. Primarily, NSBF
has made SBA 7(a) loans carrying guarantees of aftd@5% with some originations at 90% for SBA dfiedi export type businesses; from
2009 through early 2011 under a special progranst miothe loans NSBF originated carried a guaraot&®%. NSBF, both historically and
as a matter of its business plan, sells the gusgdnportions via SBA Form 1086 into the secondaayket when the guaranteed portion
becomes available for sale upon the closing anduntling of the SBA 7(a) loan and retains the wargmteed portions. Management
recognized that the economic value in the guardrpeetion did not inure to NSBF at the time of treale but rather when the guaranty
attached at origination; amortization accountingtbyature does not recognize this increase inevat the true time when it occurred. Under
the fair value option, the value of the guaranssecorded when it economically occurs at the paiitihe creation of the loan, and is not
delayed until when the sale occurs. Contemporamgdhe value of the unguaranteed portion will digodetermined to reflect the full, fair
value of the loan.

Although the fair value election is for the ent8BA 7(a) loan, the Company primarily sells the gméeed portions at the completion of
funding. The need to record the fair value forgaranteed portion of the loan will primarily ocaunen a guaranteed portion is not traded at
period end (“SBA loans held for sale”). The unguéead portion retained is recorded under “SBA Idald for investment.”

SBA Loans Held for Investmer

For loans that completed funding before Octob@010, SBA loans held for investment are reportatieit outstanding unpaid principal
balances adjusted for charge-offs, net deferred déomination costs and the allowance for loandss&or loans that completed funding on or
after October 1, 2010, management elected to &irevSBA loans held for investment within the faafue hierarchy that prioritizes
observable and unobservable inputs utilizing L&mehobservable inputs which reflect the Companys expectations about the
assumptions that market participants would useiging the asset (including assumptions about rifke Company considers the pricing
reflected in its securitization activities to be thest indicator of the fair value discount useth&asure loans held for investment. As disct

in the Company’s 2012 Annual Report on Form 10H€, Company was able to securitize its unguarargegibns of its SBA 7(a) loans and
issued notes to investors with S&P ratings of “Aaid “A.”

The fair value measurement, currently recordedas$% upfront discount of the unguaranteed prifdijpéance of SBA loans held for
investment, is based upon internal quantitativa datour portfolio with respect to historical ddfaates and future expected losses as well as
the investor price paid for the senior intereshim unguaranteed loans with respect to the 20L& isized transaction, and adjusted for the
estimated servicing and interest income to bemethby the trust over an estimated repayment tétimee years. This was further adjuste
reflect the estimated default rate on the senibesibased on the default rate on our loan portfaBsuming a worst case scenario of no
recoveries. Should the performance of the undeagligans to the senior notes change, this could ¢tip@ assumptions used in the estimated
repayment term as well as the estimated defawtanadl thus result in a higher or lower discourd taken in the future; management reviews
these assumptions
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regularly. If a loan measured at fair value is sgfpently impaired, then the fair value of the limmeasured based on the present value of
expected future cash flows discounted at the loeffésctive interest rate, or the fair value of tdudlateral if the loan is collateral dependent.
The value of impaired loans is factored into tH&/4 fair value discount on our overall portfolio.erkignificant unobservable inputs used in
the fair value measurement of the impaired loaaslie management’s judgment in the use of market dad third party estimates regarding
collateral values. Such estimates are further distm by 20% — 80% to reflect the cost of liquidgtihe various assets under collateral. Any
subsequent increases or decreases in any of thesiwpuld result in a corresponding decrease oease in the reserve for loan loss or fair
value of SBA loans, depending on whether the loas @riginated prior or subsequent to October 102B&cause the loans bear interest at a
variable rate, NSBF does not have to factor inr@gerate risk.

Below is a summary of the activity in SBA loansdchdr investment, at fair value for the nine mornginsled September 30, 2013 and the year
ended December 31, 2012, respectively, (in thousand

Nine Months Endec

Year Ended
September 30, 201 December 31, 201
Balance, beginning of period $ 43,05¢ $ 21,85}
SBA loans held for investment, originat 28,35 24,07¢
Payments receive (2,559 (2,027)
Fair value los! (1,73)) (857)
Balance, end of peric $ 67,11: $ 43,05t

SBA Loans Held For Sal¢

For guaranteed portions funded, but not yet tradexhch measurement date, management elected valize SBA loans held for sale within
the fair value hierarchy that prioritizes obsereaéhd unobservable inputs used to measure faie wallizing Level 2 assets. These inputs
include debt securities with quoted prices thatterded less frequently than exchange-traded im&nts or have values determined using a
pricing model with inputs that are observable ia tharket. The secondary market for the guarantesibps is extremely robust with broker
dealers acting as primary dealers. NSBF sells aglyuhto the market and can quickly price its Isdor sale. The Company values the
guaranteed portion based on market prices equhétguaranteed loan amount plus a premium thaidesl both an upfront cash payment
(utilizing quoted prices) and the value of a stradmpayments representing servicing income receivexkcess of NSBF’s servicing cost
(valued using a pricing model with inputs that abservable in the market).

Other Fair Value Measurements

Assets Measured at Fair Value on a Non-recurring Bgis are as follows (in thousands):

Fair Value Measurements at September 30, 2013 Usin

Total Level 1 Level 2 Level 3 Total Losses

Assets
Impaired loan: $ 6,257 $ — % — % 6,257 $ (1,699
Other ree-estate owne 94¢€ — 94¢€ — (45)
Total asset $ 7,200 $ — % 94€ $ 6,257 $ (1,739

Fair Value Measurements at December 31, 2012 Usin
Total Level 1 Level 2 Level 3 Total Losses

Assets
Impaired loan: $ 6,965 $ — % — % 6,96t $ (822)
Other ree-estate owne 534 — 534 — (16€)
Total asset $ 7,49¢ 3 — 3 534 $ 6,96t $ (990
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Impaired loans

Impairment of a loan is measured based on the preatie of expected future cash flows discountati@loans effective interest rate, or t
fair value of the collateral less estimated ligtiola costs if the loan is collateral dependent. dimgd loans for which the carrying amount is
based on fair value of the underlying collateral iacluded in assets and balances include faireveleasurements on a non-recurring basis,
both at initial recognition of impairment and on@mgoing basis until recovery or chargi-of the loan amount. The significant unobsere
inputs used in the fair value measurement of thmained loans involve management’s judgment in g®af market data and third party
estimates regarding collateral values. Such estisrate further discounted by 20% — 80% to refleetcost of liquidating the various assets
under collateral. Valuations in the level of imgailoans and corresponding impairment affect thel lef the reserve for loan losses. Any
subsequent increases or decreases in any of thesiwpuld result in a corresponding decrease oease in the reserve for loan loss or fair
value of SBA loans, depending on whether the loas @riginated prior or subsequent to October 10201

Other real-estate owned (included in Prepaid expers and other assets)

The estimated fair value of other real-estate owsedlculated using observable market informatiociuding bids from prospective
purchasers and pricing from similar market trarisastwhere available. The value is generally disted between 20-25% based on market
valuations as well as expenses associated withisgahe Companyg interests. Where bid information is not availdblea specific property
the valuation is principally based upon recentgeation prices for similar properties that havenbs@d. These comparable properties share
comparable demographic characteristics. Otherastate owned is generally classified within Levef 2he valuation hierarchy.

NOTE 4 — SBA LOANS:

SBA loans are geographically concentrated in NewkY12.18%). Below is a summary of the activitytlire SBA loans held for investment,
net of SBA loan loss reserves for the nine montited September 30, 2013 (in thousands):

Balance at December 31, 20 $57,70:
SBA loans funded for investme 28,35
Fair value adjustmel (1,737)
Payments receive (4,195
Provision for SBA loan losse (389
Discount on loan originations, n 191
Other real estate ownt (537
Balance at September 30, 2( $79,39¢

Below is a summary of the activity in the resergelbdan losses for the nine months ended Septe&the2013 (in thousands):

Balance at December 31, 20 $ 2,58¢
SBA loan loss provisio 384
Recoveries 3¢
Loan charg-offs (1,309
Balance at September 30, 2( $1,71(

Below is a summary of the activity in the SBA lodredd for sale for the nine months ended Septe®®e2013 (in thousands):

Balance at December 31, 20 $ 89¢
Originations of SBA loans held for s¢ 91,59¢
Fair value adjustmel 162
SBA loans solc (90,167
Balance at September 30, 2( $ 2,49(
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All loans are priced at the Prime interest rates @ipproximately 2.75% to 3.75%. The only loans wifixed interest rate are defaulted loans
of which the guaranteed portion sold is repurchdsed the secondary market by the SBA, while thguaranteed portion of the loans still
remains with the Company. As of September 30, 200BDecember 31, 2012, SBA loans receivable helthi@stment with adjustable
interest rates amounted to $80,614,000 and $58882respectively.

For the nine months ended September 30, 2013 &t} #te Company funded approximately $119,951,000%¥ 2,433,000 in loans and s
approximately $90,167,000 and $56,937,000 of treanteed portion of the loans, respectively. Red#as from loans traded but not settled
of $19,593,000 and $16,698,000 as of Septembe2(B(B and December 31, 2012, respectively, are ptedas broker receivable in the
accompanying condensed consolidated balance sheets.

The outstanding balances of loans past due ovetynitays and still accruing interest as of Septer8be2013 and December 31, 2012
amounted to $128,000 and $1,128,000, respectively.

At September 30, 2013 and December 31, 2012, itofaired non-accrual loans amounted to $6,257,00068,965,000, respectively. For
the nine months ended September 30, 2013 anddgretér ended December 31, 2012, the average baldimpaired non-accrual loans was
$6,664,000 and $6,935,000, respectively, and ajpedely $1,976,000 and $2,204,000 of the allowgncéoan losses and fair value
adjustment were allocated against such impairedangrual loans, respectively.

The following is a summary of SBA loans held fovestment as of:

(in thousands) September 30, 201 December 31, 201
Fair Value Cost Basi: Fair Value Cost Basi:
Due in one year or less $ — $ 54 $ — $ 40
Due between one and five yei — 4,77 — 4,53¢
Due after five year 72,37¢ 10,05¢ 46,58¢ 13,74:
Total 72,37¢ 14,88t 46,58t 18,31¢
Less: Allowance for loan loss: — (1,710 — (2,589
Less: Deferred origination fees, t — (88¢) — (1,079
Less: Fair value adjustme (5,26€) — (3,530 —
Balance (net $67,11. $12,281 $ 43,05¢ $ 14,647

The payment status of gross SBA loans held forstment is as follows:

(in thousands

Days Past Du September 30, 201 December 31, 201
Current $ 80,45¢ $ 52,55¢
30-89 42C 4,251
> 90 12¢€ 1,12¢
Non-performing 6,25 6,96¢
Balance (net $ 87,26: $ 64,90(

The Company evaluates the credit quality of itslpartfolio by employing a risk rating system tigasimilar to the Uniform Classification
System which is the asset classification systenptadioby the Federal Financial Institution Examioasi Council. The Company'’s risk rating
system is granular with multiple risk ratings irthbb¢he Acceptable and Substandard categories. Apsgt of the ratings are predicated upon
numerous factors, including credit risk scoreslatetal type, loan to value ratios, industry, finghhealth of the business, payment history,
other internal metrics/analysis, and qualitativeeasments.
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Risk ratings are refreshed as appropriate based emusiderations such as market conditions, loanaaeristics, and portfolio trends. The
Company’s gross SBA loans held for investment rdedrat cost by credit quality indicator are asoieH:

(in thousands

Risk Rating September 30, 201 December 31, 201
Acceptable $ 7,80¢ $ 9,15¢
Other assets special menti 2,57¢ 2,92¢
Substandar 4,09: 5,89/
Doubtful 39¢ 33¢
Loss 9 9
Balance $ 14,88¢ $ 18,31¢

NOTE 5 — SERVICING ASSET:

Servicing rights are recognized as assets when|8&8#s are accounted for as sold and the rightsrioce those loans are retained. The
Company measures all separately recognized segvassets initially at fair value, if practicablenéeTCompany reviews capitalized servicing
rights for impairment which is performed based isk strata, which are determined on a disaggredadsis given the predominant risk
characteristics of the underlying loans. The preidamt risk characteristics are loan term and yé#wan origination.

The changes in the value of the Company’s servidgtgs for the nine months ended September 303 2&ke as follows:

(in thousands)

Balance at December 31, 20 $4,68:
Servicing rights capitalize 2,22¢
Servicing assets amortiz: (828)
Balance at September 30, 2( $6,08(

The carrying value of the capitalized servicingeasgas $6,080,000 and $4,682,000 at Septembei03@,&nd December 31, 2012,
respectively, while the estimated fair value ofitaljzed servicing rights was $7,467,000 and $6,080 at September 30, 2013 and
December 31, 2012, respectively. The estimated/édire of servicing assets at September 30, 20dPacember 31, 2012 was determined
using a discount rate of 11%, weighted averagegympnt speeds ranging from 1% to 14%, depending apdain characteristics of the Ic
portfolio, weighted average life of 5.00 years, andaverage default rate of 5%.

The unpaid principal balances of loans servicedfbers are not included in the accompanying cosel¢consolidated balance sheets. The
unpaid principal balances of loans serviced foeatiwithin the NSBF originated portfolio were $38%43,000 and $271,548,000 as of
September 30, 2013 and December 31, 2012, resplyctithe unpaid principal balances of loans sed/ice others which were not original
by NSBF and are outside of the Newtek portfolioev$t74,621,000 and $176,988,000 as of Septemb&038,and December 31, 2012,
respectively.
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NOTE 6 — NOTES PAYABLE AND CAPITAL LEASES:
At September 30, 2013 and December 31, 2012, thep@oy had notes payable and capital leases cordmigbe following (in thousands):

September 3C December 31
2013 2012
Notes payable

Capital One lines of credit (NSB|
Guaranteed lin $ 17,85 $ 12,00(
Unguaranteed lin 9,14¢ 11,85¢
Summit Partners Credit Advisors, L.P. (NE 8,55¢ 8,28¢
Sterling National bank line of credit (NB( 7,822 6,67¢
Capital One term loan (NT¢ 69E 1,007
Total notes payabl 44,07¢ 39,828
Note payable securitization trust DS 38,74 22,03¢
Total notes payabl $ 82,82 $ 61,86
Capital lease obligatio $ 69¢ $ 632

In the nine months ended September 30, 2013, thgp@oy leased certain software with a term of 4 g.€Hne useful life of the software was
estimated to be between 7 — 10 years and inclubasgain purchase element at lease expiration. r@sut, the transaction has been recorded
as a capital lease and has a capitalized costpobrimately $63,000.

In July 2013 the SBA lender, received an extensiotthe maturity of its warehouse lines of creditaling $27 million, with Capital One,
N.A. from September 30, 2013 to May 31, 2015, atctvtime the outstanding balance will be conveitdd a thre-year term loan. The
extension also enhanced the terms of the crediities by removing the $15 million funding sublitfor the non-guaranteed portions of the
SBA 7(a) loans NSBF originates, and increasingatheance rate to 55% from 50% for the non-guaranpeetbns of the SBA 7(a) loans.

In March 2013, the Company completed a third séeation resulting in $20,900,000 of notes beirgyesl in a private placement transact
The SBA lender transferred the unguaranteed patdiSBA loans in the amount of $23,569,000 anddditional $5,900,000 for new loans
to be funded subsequent to the transaction to @apmirpose entity, Newtek Small Business LoarsTA013-1. The notes received an “A”
rating by S&P, and the final maturity date of tletes is June 25, 2038. The proceeds of the traosdwdve been and will be used to repay
debt and originate new loans.

NOTE 7 — STOCK OPTIONS AND RESTRICTED SHARES:

The Company had three share-based compensationgdasf September 30, 2013 and 2012. For the nim¢hs ended September 30, 2013
and 2012, compensation cost charged to incoméésetplans was $566,000 and $406,000, respectofelvhich $448,000 and $320,000 .
included in salaries and benefits, and $118,000688d000 are included in other general and admétisée costs for the nine months ended
September 30, 2013 and 2012, respectively.

During the third quarter of 2013, the Company gedrdertain employees an aggregate of 70,000 restréhares of common stock valued at
$176,000 with 10,000 vesting on March 1, 2016 ah@@®@0 vesting on July 31, 2016. The fair valuehafse grants was determined using the
fair value of the common shares at the grant ddte.restricted shares are forfeitable upon eardyntary or involuntary termination of the
employee’s employment. Upon vesting, the grantder@deive one common share for each restrictedeshested. Under the terms of the
plan, these share awards do not include votinggightil the shares vest. The Company recordedd®00n share-based compensation in the
third quarter of 2013 in connection with the vegtperiod associated with these grants.

During the second quarter of 2013, the Companytgcacertain employees and executives an aggre§8® Q@00 restricted shares of comn
stock valued at $174,000 with a vesting date ofdidr, 2016. The fair value of these grants wasroeted using the fair value of the
common shares at the grant date. The restrictee@shae forfeitable upon early voluntary or invdaamy termination of the employee’s
employment. Upon vesting, the grantee will receime common share for each restricted share vadieter the terms of the plan, these s
awards do not include voting rights until the slsarest. In connection with the vesting period aisged with these grants, the Company
recorded $16,000 and $23,000 in share-based comtgemfor the three and nine months ended SepteB8he2013, respectively.
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During the first quarter of 2013, the Company gedntertain employees, executives and directorggregate of 300,000 restricted shares of
common stock valued at $556,000. The employee mecuéive grants have a vesting date of March 162@4ile the directors’ vest July 1,
2015. The fair value of these grants was determirsaay the fair value of the common shares at thatglate. The restricted shares are
forfeitable upon early voluntary or involuntaryr@nation of the employes’employment. Upon vesting, the grantee will ree@me commo
share for each restricted share vested. Undeethestof the plan, these share awards do not inclatiieg rights until the shares vest. The
Company recorded $49,000 and $126,000 in sharedlwasepensation during the three and nine monthsd:8éptember 30, 2013,
respectively, in connection with the vesting per@@dociated with these grants.

In the second quarter of 2012, Newtek granted icegi@aployees and executives an aggregate of 124e8Micted shares of common stock
valued at $184,000. The grants vest on July 1, 2014 fair value of these grants was determinedguiie fair value of the common share
the grant date. The restricted shares are forieitaoon early voluntary or involuntary terminatiohthe employee’s employment. Upon
vesting, the grantee will receive one common sfareach restricted share vested. Under the tefrtieeglan, these share awards do not
include voting rights until the shares vest. Thenpany charged $10,000 and $13,000 to share-basegetsation expense during the three
months ended September 30, 2012 and 2013, resplgctivd $25,000 and $38,000 to share-based compmmeapense during the nine
months ended September 30, 2012 and 2013, resglgdtivconnection with the vesting period assodatéth these grants.

In March 2011, Newtek granted certain employeescetives and board of directors an aggregate @2]000 restricted shares valued at
$1,941,000. The grants vest on July 1, 2014. Thev&due of these grants was determined usingdhesalue of the common shares at the
grant date. The restricted shares are forfeitapteearly voluntary or involuntary termination betemployee. Upon vesting, the grantee will
receive one common share for each restricted stested. Under the terms of the plan, these shaaedavado not include voting rights until
the shares vest. The Company recorded $134,008146J000 in share-based compensation in the thoeghs ended September 30, 2012
and 2013, respectively and $378,000 and $369,00fhare-based compensation in the nine months eefgeémber 30, 2012 and 2013,
respectively, in connection with the vesting perd@dociated with these grants.

NOTE 8 — INCOME PER SHARE:

Basic income per share is computed based on thghteei average number of common shares outstandiimggdthe period. The effect of
common share equivalents is included in the calicnaf diluted loss per share only when the effédheir inclusion would be dilutive.

The calculations of income per share were:

Three months Nine months
ended September 30 ended September 30

(In thousands except per share data’ 2013 2012 2013 2012
Numerator for basic and diluted E- income available to common

shareholder $ 1,82( $ 1,307 $ 511« $ 3,57(
Denominator for basic EF- weighted average shar 35,32: 35,20( 35,27t 35,63:
Effect of dilutive securitie 2,702 2,32( 2,57( 1,01«
Denominator for diluted EP- weighted average shar 38,02 37,52( 37,84 36,64¢
Earnings per share: Bas $ 0.0t $ 0.0/ $ 0.1/ $ 0.1C
Earnings per share: Dilute $ 0.0f $ 0.0c $ 0.14 $ 0.1C
The amount of ar-dilutive shares/units excluded from above is a®Wd:
Stock options and restricted sha 36 — 12 75C
Warrants — 50 — 50
Contingently issuable shar 83 83 83 83
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NOTE 9 — COMMITMENTS AND CONTINGENCIES:

In the ordinary course of business and from timgnt@, we are named as a defendant in various fggakedings. The Company evaluates
such matters on a case by case basis and its poliaycontest vigorously any claims it believes aithout compelling merit.

We recognize a liability for a contingency in aaliexpenses and other liabilities when it is prébéiat a liability has been incurred and the
amount of loss can be reasonably estimated. Ifahsonable estimate of a probable loss is a ravaccrue the most likely amount of such
loss, and if such amount is not determinable, theraccrue the minimum in the range as the lossiatcFhe determination of the outcome
and loss estimates requires significant judgmertherpart of management.

The Company is currently involved in various coatrelaims and litigation matters. In addition, agdfully described iftem 1. Legal
Proceedings, during the quarter ended June 30, 2013 the FHetierde Commission amended an existing complaithénmatter Federal
Trade Commission. WV Universal Management, LLC et &b include Universal Processing Services of Wistoorid C (“UPS”), the
Company’s merchant processing subsidiary, as ai@uzl defendant on one count. The Company doébel@ve that the facts or the FEC’
legal theory support the FTC's allegations agdifi3§ as set forth in the complaint, and the Compatends to vigorously challenge the
FTC'’s claims. As such, we have not establisheds tontingency for this matter.

Management has determined that, in the aggredegtgending legal actions should not have a matadiadrse effect on our consolidated
results of operations, cash flows or financial dbad. In addition, we believe that any amount tbatild be reasonably estimated of potential
loss or range of potential loss is not material.

In May 2013, the automated clearing house (“ACHYvider used by the Company’s payroll processirgsiliary, PMT Payroll, LLC
(“PMT"), ceased processing payments which resufhidtie inability or refusal of the ACH provider'sqeessing bank to send the
corresponding credits to PMT’s customers’ employ&ég total amount debited from PMTcustomer accounts and unsuccessfully credi
its’ customers’ employees was approximately $1,318, Upon learning of this failure, PMT and the Qamy immediately paid all funds
owing directly to any of its affected customers’@ayees. Of this amount, the Company has succéssfdovered approximately $814,000
to date from the provides’bank. The Company is currently working with legalinsel to recover the remaining funds and has bigerously
working with its customers’ banks to process resudfie may also initiate litigation to pursue thairi. At this time, the Company believes it
is reasonably possible a loss may occur if the Gomjps unsuccessful in causing the affected bamksdcess the remaining returns. While
such a loss is possible, the Company does notedit it is probable or that the amount can lienased at this time.

NOTE 10 — SEGMENT REPORTING:

Operating segments are organized internally prignbyi the type of services provided. The Company diggregated similar operating
segments into six reportable segments: Electraamjengnt processing, Small business finance, Mantegdahology solutions, All other,
Corporate and Capcos.

The Electronic payment processing segment is aggene of credit card transactions, as well as &ebar of credit card and check approval
services to the small- and medium-sized busineskehdxpenses include direct costs (included sefarate line captioned electronic
payment processing costs), salaries and beneiitisoher general and administrative costs all attviare included in the respective caption
on the condensed consolidated statements of income.

The Small business finance segment consists oflBusainess Lending, Inc., a lender that primariligimates, sells and services government
guaranteed SBA 7(a) loans to qualifying small besges through NSBF, its licensed SBA lender; the3 &Vhitestone Group which mana
the Company’s Texas Capco; and NBC which providesuants receivable financing, billing and accoustsivable maintenance services to
businesses. NSBF generates revenues from saleand, Iservicing income for those loans retainezbatracted to service by NSBF and
interest income earned on the loans themselveslehlder generates expenses for interest, salartebenefits, depreciation and amortizat
and provision for loan losses, all of which arduided in the respective caption on the condensedatidlated statements of income. NSBF
also has expenses such as loan recovery expesaeqrbcessing costs, professional fees, and e#pemnses that are all included in the other
general and administrative costs caption on thelensed consolidated statements of income.
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The Managed technology solutions segment condistd 8, acquired in July 2004. NTS’s revenues amévdd primarily from web hosting
services and consist of web hosting and set up F6ES generates expenses such as salaries andtfemed depreciation and amortization,
which are included in the respective caption onattompanying condensed consolidated statemeirisafe, as well as professional fees,
licenses and fees, rent, and general office expea#leof which are included in other general adthimistrative costs in the respective caption
on the condensed consolidated statements of income.

The All other segment includes revenues and exgguramarily from qualified businesses that receivagstments made through the
Company’s Capcos which cannot be aggregated wliir @perating segments. The two largest entitidésarsegment are Newtek Insurance
Agency, LLC, an insurance sales operation, andri&ssi Connect, LLC, a provider of sales and proegssarvices. Also included in this
segment are: Newtek Payroll Services, a providgragfoll management, payment and tax reportingicesy Exponential of New York, LLC,
an entity determined to be a subsidiary on JanigP912, and Advanced Cyber Security Systems, (t&ZS”"), a start-up company formed
to offer web-based security solutions to the manleee.

Corporate activities represent revenue and expemdeslocated to our segments. Revenue includesgst income and management fees
earned from Capcos (and included in expenses i€#peo segment). Expenses primarily include cotpayperations related to broad-based
sales and marketing, legal, finance, informatiahtelogy, corporate development and additionalscassociated with administering the
Capcos.

The Capco segment, which consists of the twelve@amenerates non-cash income from tax credtesgst income and gains from
investments in qualified businesses which are gediin other income. Expenses primarily include-nash interest and insurance expense,
management fees paid to Newtek (and included ifCtrporate activities revenues), legal, and auglitees and losses from investments in
qualified businesses.

Management has considered the following charatiesiehen making its determination of its operatmgl reportable segments:

. the nature of the product and servic

. the type or class of customer for their products services

. the methods used to distribute their products ovige their services; ar

. the nature of the regulatory environment (for exknpanking, insurance, or public utilitie
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The accounting policies of the segments are the senthose described in the summary of signifiaacbunting policies.

The following table presents the Company’s segritdatmation for the periods ended September 303201 2012 and total assets as of
September 30, 2013 and December 31, 2012 (in thdgga

For the three
months endec

For the three
months endec

For the nine
months endec

For the nine
months endec

September 3C September 3C September 3C September 3C
2013 2012 2013 2012

Third Party Revenue
Electronic payment processil $ 2217 $ 21,68 $ 67,30 $ 63,67¢
Small business financ 7,57¢ 6,731 23,39¢ 17,53¢
Managed technology solutiol 4,45k 4,52¢ 13,44¢ 13,78¢
All other 68¢ 517 1,992 1,40(
Corporate activitie: 25C 20C 65C 654
Capcos 42 12E 131 581
Total reportable segments 35,18¢ 33,79 106,92- 97,64(
Eliminations (419 (339 (995) (1,119
Consolidated Total $ 34,77 $  33,45¢ $ 105,92¢ $ 96,52
Inter -Segment Revenu
Electronic payment processi $ 73t $ 47C $ 2,03( $ 1,25¢
Small business financ 61 50 19t 74
Managed technology solutiol 12: 167 387 56€
All other 282 234 78¢ 857
Corporate activitie: 1,05¢ 81¢ 2,70( 2,08¢
Capcos 192 20z 614 61€
Total reportable segments 2,44¢ 1,941 6,71¢ 5,45¢
Eliminations (2,449 (1,947 (6,715 (5,45€)
Consolidated Total $ — $ — $ — $ —
Income (loss) before income taxe
Electronic payment processi $ 1,87¢ $ 1,742 $ 6,17¢ $ 5,25¢
Small business financ 1,72¢ 1,98¢ 5,93 4,92¢
Managed technology solutiol 881 1,17z 2,81¢ 3,38¢
All other (311) (179 (1,219 (73¢)
Corporate activitie: (1,847 (1,679 (5,727 (5,407%)
Capcos (379) (386 (958) (1,199

Totals $ 1,95: $ 2,65¢ $ 7,03¢ $ 6,23¢
Depreciation and amortization
Electronic payment processi $ 84 $ 171 $ 28¢ $ 581
Small business financ 32¢ 23¢ 89¢€ 664
Managed technology solutiol 327 31¢ 98¢ 91¢
All other 50 6 152 22
Corporate activitie: 40 28 124 83
Capcos 1 1 4 6

Totals $ 831 $ 762 $ 2,45¢ $ 2,27¢
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As of As of
September 3C December 31

2013 2012

Identifiable assets

Electronic payment processi $ 8,05¢ $ 12,46"
Small business financ 135,00¢ 104,15!
Managed technology solutio 11,95( 12,02:
All other 3,66¢ 1,762
Corporate activitie 9,06¢ 5,72¢
Capco 9,22: 16,61:
Consolidated Total $ 176,97 $ 152,74
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.
Introduction and Certain Cautionary Statements

The following discussion and analysis of our finahcondition and results of operations is intendedssist in the understanding and
assessment of significant changes and trends cktatéhe results of operations and financial pasitof the Company together with its
subsidiaries. This discussion and analysis shoeldead in conjunction with the condensed consatiddinancial statements and the
accompanying notes.

The statements in this Quarterly Report on FornQLByay contain forward-looking statements relatiagtich matters as anticipated future
financial performance, business prospects, legigadevelopments and similar matters. The Privau8ties Litigation Reform Act of 19!
provides a safe harbor for forwa-looking statements. In order to comply with thente of the safe harbor, we note that a varietyaofdrs
could cause our actual results to differ materidiym the anticipated results expressed in the éodalooking statements such as intensified
competition and/or operating problems in its opargtbusiness projects and their impact on reveraresprofit margins or additional facto
as described in the Company’s Annual Report on FODrK.

Our Capcos operate under a different set of rutesach of the six jurisdictions which place varyieguirements on the structure of our
investments. In some cases, particularly in Lowiajave don't control the equity or management qéialified business but that cannot
always be presented orally or in written presertas.

Executive Overview

For the quarter ended September 30, 2013, the Qompaorted income before income taxes of $1,9%8,a%706,000 or a 27% decrease
over $2,659,000 for the same quarter of 2012. N=drhe increased to $1,820,000 in the third quaft@013 from $1,307,000 in the same
quarter of 2012. Favorably impacting our net incameoth the three and nine month periods was afiign reconcile the prior year
provision to the filed tax returns. The effect veasduction in our effective tax rate of approxiahati% for the year. Total revenues incre:
by $1,316,000 to $34,774,000 from $33,458,000Herduarter ended September 30, 2013, due to irtteasenues in the Electronic
payment processing, the Small business financegtA#r and the Corporate segments, offset by deesaa revenues in our Managed
technology solutions and Capco segments.

In Electronic payment processing, the segment hadaease in revenue primarily due to growth inggssing volumes due to the addition of
several larger volume processing merchants asaseglear over year growth in processing from exgstirerchants. This increase in revenue
was partially offset by a decrease in operatinggimaresulting in an 8% increase in income befamime taxes. In the Small business fin:
segment, the SBA lender expanded its total volufieam originations growing the total amount fundsd$15,700,000, a 59% increase over
the year ago period. Notwithstanding a declinéhinthird party servicing portfolio due to a contia of the FDIC portfolio, we added a new
external servicing client at the end of the prioader, increasing our aggregate portfolio by 5%egtember 30, 2013. In addition, we added
an additional $400,000,000 in external servicinthatstart of the fourth quarter 2013, bringing aggregate portfolio to over $1 billion. Tc
external servicing fee income decreased by 60%gkew the servicing income earned on the NSBF glartincreased by 29%, and interest
income improved by 40% as a result of the averagigtanding performing portfolio of SBA loans hetd fnvestment, which increased by
$26,226,000 over the same quarter of 2012. Ovehalllending segment reported $1,728,000 in incbefere taxes for the third quarter of
2013, a 13% decrease compared with the three menthed September 30, 2012.

Managed technology solutions segment revenue remassentially unchanged at $4,455,000 for the thmenths ended September 30, 2

a $71,000 decrease compared with three months Sefgember 30, 2012. The segment had an increagshidesign revenue, which was
offset by a decline in web hosting revenue compavi¢id the same quarter in 2012. Total expensegasad by 7%, resulting in a $291,000
decrease in income before income taxes betweenegsiain the All other segment, total revenue iasesl by 33% for the quarter ended
September 30, 2013 compared with the same periga@ig, due primarily to the acquisition of a heatid benefits insurance portfolio
serviced by NIA, as well as additional clients atitie our payroll processing company. Increasesliaries and benefits, as well as costs
associated with a new start-up company, ACS, alsladed in this segment offset the increase tomegend resulted in a $132,000 increase
in loss before income taxes for the quarter ovairigu period. The loss before income taxes in thg@ate segment increased by 10% to
$1,847,000, due primarily to an increase in maneéxpense in connection with the Company’s telemiad campaign, and the loss in the
Capco segment remained essentially unchanged dewday 2% to $377,000 for the three months enagade®nber 30, 2013.

On October 1, 2013, the company filed a Form N-giReation Statement with the Securities and Exgea@ommission. The Company’s
intention is to file an election to be regulatechdBusiness Development Company (“BDC”) under thestment Company Act of 1940 prior
to the completion of an offering, and intends temype subsequently as an internally managed, nansified closed-end investment
company. The Company also intends to elect todstdd as a Regulated Investment Company
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(“RIC”") under Subchapter M of the Internal Revei@ade (the “Code”) for U.S. federal income tax puwgm We intend to use the net
proceeds of the offering primarily to expand ouainro medium-sized business, (“SMB”) lending, maliect investments in portfolio
companies in accordance with our investment ohjestand strategies described in the prospectudpageéneral corporate purposes. We
believe that transitioning to a BDC and RIC wilbpide us with access to lower-cost capital andsin®ss structure conducive to expanding
our lending activities and will assist in maximigiour value to shareholders by, among other thipgsnitting us to value our assets and
controlled portfolio companies at fair value. ABRC, we will seek to generate both current income @apital appreciation primarily throu
loans originated by our small business financeqiat and our equity investments in certain pordfalompanies that we control. While our
primary investment focus as a BDC will continudtomaking loans and providing business servicés¢&MB market through our
controlled portfolio companies, we may also makpavfunistic investments in larger or smaller conipanWe expect to continue to grow
business organically, both directly and through@ntrolled portfolio companies, as we have histly.

In July 2013 the SBA lender received an extensiothe maturity of its warehouse lines of creditaliog $27 million, with Capital One, N.;
from September 30, 2013 to May 31, 2015, at whitie the outstanding balance will be converted atbree-year term loan. The extension
also enhanced the terms of the credit facilitiesdmgoving the $15 million funding sub-limit for timen-guaranteed portions of the SBA 7(a)
loans NSBF originates, and increasing the advaatesto 55% from 50% for the non-guaranteed portafrtee SBA 7(a) loans.
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Business Segment Results:
The results of the Company’s reportable segmemtthéthree and nine months ended September 338,&812012 are discussed below:

Electronic Payment Processing

Three months
ended September 30

(In thousands). 2013 2012 $ Change % Change
Revenue
Electronic payment processi $22,17¢ $21,68¢ $ 49C 2%
Interest incomi 1 1 — — %
Total revenu 22,17 21,68’ 49C 2%
Expenses
Electronic payment processing cc 18,93¢ 18,30¢ 631 3%
Salaries and benefi 80¢ 1,09¢ (297) (26)%
Professional fee 111 79 32 41%
Depreciation and amortizatic 84 171 (87) (51)%
Insurance expens related party 12 48 (36) (75)%
Other general and administrative cc 344 24( 104 43%
Total expense 20,29¢ 19,94! 35% 2%
Income before income tax $ 1,87¢ $ 1,742 $ 137 8%

Three Months Ended September 30, 2013 and 2012

Electronic payment processing (“EPP”) revenue iaseel $490,000 or 2% between years. Revenue indrpasearily due to growth in the
average monthly processing volume per merchan¥ofEhe increase in the average monthly processihgne per merchant is due in par
the addition of several larger volume processingchments as well as year-over-year growth in prangssolumes from existing merchants.
The overall increase in revenue between yearsalgeotvth in processing volumes and the average puwitmerchants serviced was
partially offset by lower average pricing betwe&ass. A significant percentage of new merchanteadiypically the higher volume
merchants, are priced at interchange plus, whidtiesaa lower “margin” frocessing revenues less electronic payment priogesssts), whil
at the same time, a significant percentage of thosehants who have left the Company were pricei@ied rate, which carries a higher
margin. This combination along with competitivegimp seen in the industry has resulted in pricepr@ssion and overall lower revenues.

EPP costs increased $631,000 or 3% between yehite, wargin decreased to 14.54% in 2013 from 15.852912. New lower contract
pricing from the company’s third-party processordiably impacted the margin percentage betweemnggibhut such favorable impact was
more than offset by lower prices for our servicesogiated with the mix of new merchants added betvperiods as discussed above. Ove
the decrease in margin dollars was $141,000 betyears.

Salaries and benefits decreased $291,000 or 26febetyears principally as the result of a reduditiostaffing levels and a reduction in
accrued bonuses based on management’s currenatsfion the year. The number of average full tiinpleyees (“FTE”)for the three mont
period decreased from 67 to 60 over the years. dd@aion and amortization decreased $87,000 betwyears as the result of previously
acquired merchant portfolios of intangible assetoming fully amortized between periods. Other galrend administrative costs increased
$104,000 or 43% between years predominately asudt ief increased marketing expenses. Remainintg clexreased $4,000 or 3% between
years.

Income before income taxes increased $137,000,8¥$000 in 2013 from $1,742,000 in 2012. The iasesin income before income taxes
was principally due to an increase in revenuerédection in staffing and related costs and deptixi and amortization cost between years
offset by a reduction in margin of $141,000.

29



Table of Contents

Nine months
ended September 30:
(In thousands): 2013 2012 $ Change % Change
Revenue
Electronic payment processi $67,29¢ $63,67¢ $ 3,62¢ 6%
Interest incom 4 4 — — %
Total revenu 67,30 63,67¢ 3,62¢ 6%
Expenses
Electronic payment processing ca 56,82¢ 53,49 3,33 6%
Salaries and benefi 2,671 3,18¢ (51%) (16)%
Professional fee 32¢ 19¢ 13C 66%
Depreciation and amortizatic 28¢ 581 (292) (50)%
Insurance expens related party 37 48 (171) (23)%
Other general and administrative cc 973 91t 58 6%
Total expense 61,12« 58,42: 2,702 5%
Income before income tax $ 6,17¢ $ 5,25¢ $ 92¢ 18%

Nine Months Ended September 30, 2013 and 2012

EPP revenue increased $3,625,000 or 6% betwees.JRavenue increased primarily due to growth irc@ssing volumes and the effect of
card association fee increases passed throughrthamgs. In addition, a change in the frequencgssessing a security compliance
measurement fee to certain merchants from one merasat period per year to two times per year (ataced rate per measurement period)
also positively affected revenues on a year over pasis by approximately $400,000. Processingwetuwere favorably impacted by an
increase in the average number of processing metshiader contract between periods of 1%. In asldigrowth in revenue between periods
increased due to an increase of approximately 6&taraverage monthly processing volume per merchetincrease in the average
monthly processing volume per merchant is due ihtpahe addition of several larger volume proaggsnerchants as well as year-over-year
growth in processing volumes from existing merchaihe overall increase in revenue between yeaest@growth in processing volumes
and the average number of merchants serviced) arsiglty offset by lower average pricing betweemngedue to both competitive pricing
considerations, particularly for larger processintpme merchants, and the mix of merchant salaswes realized between periods.

EPP costs increased by $3,332,000 or 6% betwees.\iERP costs in 2013 and 2012 included providionsharge-back losses of $442,000
and $1,150,000, respectively. The provision forgheback losses in 2012 included losses of $731r@lafed to a group of merchants
affiliated with one of its independent sales agenke group of merchants related to such salest aggsnunilaterally approved by a former
senior manager of the EPP division and such chiaag&-losses resulted from violations of credit @oly such senior manager. EPP margin
decreased from 15.9% in 2012 to 15.5% in 2013. Masgs favorably impacted by the reduction in psais for charge-backs between
years by 1.1%. In addition, margin was favorablpatted by the change in timing of assessing therisgcompliance measurement 1

noted above and new lower contract pricing fromabpany’s third-party processor. However, the fatate impact on margin of the
aforementioned factors were slightly more thaneiftsy lower average pricing between years due th bempetitive pricing considerations,
particularly for larger volume merchants, and thig af merchant sales volumes realized between gsri®verall, the increase in margin
dollars was $293,000 between years.

Salaries and benefits decreased $515,000 or 16#ebetyears principally as the result of a reduditiostaffing levels and a reduction in
accrued bonuses based on management’s currenatsfion the year. Average FTE's for the nine mgrghod decreased from 67 to 62
between years. Professional fees increased $130r0@fpally due to costs incurred in assessinddhle related to and the actions of the
agent and the former senior management of EPRedelatthe charge-back losses associated with ggromerchants discussed above.
Depreciation and amortization decreased $292,080dem periods as the result of previously acquitestomer merchant portfolio becoming
fully amortized between periods. Remaining costsaased $47,000 or 5% between years. During 20fi@ oelocation costs of
approximately $50,000 were incurred.
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Income before taxes increased $923,000 to $6,1@902013 from $5,256,000 in 2012. The increasadome before taxes was principally
due to the increase in margin of $293,000 duegad¢hsons noted above and the decreases in o#lisy moncipally payroll and related costs
and depreciation and amortization cost betweersyear
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Small Business Finance

Three months
ended September 30:

(In thousands):. 2013 2012 $ Change % Change
Revenue
Premium incomt $ 4,10¢ $ 3,154 $ 95C 30%
Servicing fee~ NSBF portfolio 73C 56€ 164 2%
Servicing fee- external portfolic 604 1,511 (907) (60)%
Interest incomi 1,23¢ 88¢ 351 40%
Other income 89¢ 61€ 28C 45%
Total revenu 7,57¢ 6,731 83¢ 12%
Net change in fair value ¢
SBA loans held for sal (70 (72 2 3%
SBA loans held for investme (35€) (482) 12¢€ 26%
Total net change in fair valt (42¢) (559 12€ 23%
Expenses
Salaries and benefi 1,794 1,527 267 17%
Interest 1,38 1,09¢ 28¢ 26%
Professional fee 28C 20¢ 71 34%
Depreciation and amortizatic 32¢ 23¢ a0 38%
Provision for loan losse 57 a0 (33 (31%
Insurance expens related party 48 20 28 14C%
Other general and administrative cc 1,52¢ 1,01¢ 51C 50%
Total expense 5,421 4,19¢ 1,222 29%
Income before income tax $1,72¢ $ 1,984 $ (256 (13)%

Business Overview

The Small business finance segment is compris®&@&F which is a non-bank SBA lender that originasedls and services loans for its own
portfolio as well as portfolios of other instituti® and NBC which provides accounts receivable fimanand billing services to businesses
such, revenue is derived primarily from premiunoime generated by the sale of the guaranteed psmib8BA loans, interest income on
SBA loans held for investment and held for saleyising fee income on the guaranteed portions oA &#ns sold, servicing income for

loans originated by other lenders for which NSBEh&s servicer, and financing and billing serviagdassified as other income above, provided
by NBC. Most SBA loans originated by NSBF chargerderest rate equal to the Prime rate plus antiatddi percentage amount; the interest
rate resets to the current Prime rate on a mowthéuarterly basis, which will result in changeghe amount of interest accrued for that
month and going forward and a re-amortization lafaen’s payment amount until maturity.

Accounting Policy

On October 1, 2010, the Company elected to utilieefair value option for SBA 7(a) loans fundedasrafter that date. For these fair value
loans, premium on loan sales equals the cash pneming servicing asset paid by the purchaser isebendary market, the discount created
on the unguaranteed portion from the sale whicmésly reduced premium income is now included infdievalue line item, and, by not
capitalizing various transaction expenses, thegalad benefit and loan processing expense lingsayoa value closer to the cash cost to
operate the lending business. The fair value measemt, currently recorded as a 7.5% upfront discofithe unguaranteed principal balance
of SBA loans held for investment, is based upoerimdl quantitative data on our portfolio with respi® historical default rates and future
expected losses as well as the investor pricefpaithe senior interest in our unguaranteed loaitis r@spect to the 2013 securitized
transaction, and adjusted for the estimated senyiand interest income to be retained by the tust an estimated repayment term of three
years. This was further adjusted to reflect theveged default rate on the senior notes basededdfault rate on our loan portfolio, assun

a
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worst case scenario of no recoveries. Should tHenpeance of the underlying loans of the senioerathange, this could impact the
assumptions used in the estimated repayment temelhas the estimated default rate and thus résalthigher or lower discount rate taken
in the future; management reviews these assumptagnsarly. If a loan measured at fair value issaguently impaired, then the fair value of
the loan is measured based on the present vakxpetted future cash flows discounted at the baffective interest rate, or the fair value
the collateral if the loan is collateral dependdihie value of impaired loans is factored into tH&/4 fair value discount on our overall
portfolio. The significant unobservable inputs ugethe fair value measurement of the impaired $oamolve management’s judgment in the
use of market data and third party estimates régguabllateral values. Such estimates are furtisadinted by 20% — 80% to reflect the cost
of liquidating the various assets under collatekaly subsequent increases or decreases in any d@fplts would result in a corresponding
decrease or increase in the reserve for loan ofssrosalue of SBA loans, depending on whetherltan was originated prior or subsequel
October 1, 2010. Because the loans bear interastatiable rate, NSBF does not have to factonterest rate risk.

Consideration in arriving at the provision for lIdass includes past and current loss experiencegmportfolio composition, future estima
cash flows, and the evaluation of real estate dinera@ollateral as well as current economic coadgi For all loans originated on or prior to
September 30, 2010, management performed a lodoalnyreview for the estimated uncollectible portadmonperforming loans; subsequ
to September 30, 2010, management began recortlingraoriginations on a fair value basis whiclqu&es a valuation reduction of the
unguaranteed portion of loans held for investmera kevel that takes into consideration futuredgsd his valuation reduction is reflected in
the line item above: Net Change in Fair Value oASBans Held for Investment.

Small Business Finance Summary

Three months Three months
ended September 30, ended September 30,
2013 2012

# Loans In thousands # Loans In thousands
Loans sold in the quart 43 $ 32,24( 25 $ 21,37¢
Loans originated in the quart 52 $ 42,29¢ 34 $ 26,630
Premium income recogniz¢ — $ 4,104 — $ 3,154
Average sale price as a percent of principal badmhy 110.7% 112.4%

(1) Premiums greater than 110.00% must be split 50/8Dthe SBA. The premium income recognized abowkweighted average net s
price reflect amounts net of split with the SE

For the three months ended September 30, 201&dh®any recognized $4,104,000 of premium income #8 loans sold aggregating
$32,240,000 as compared with $3,154,000 of prenmamme from 25 loans sold aggregating $21,378,00@he three months ended
September 30, 2012. Premiums on guaranteed loas aatraged 110.74% with 1% servicing for the guamded September 30, 2013
compared with 112.41% with 1% servicing for the geraended September 30, 2012.

Three months
ended September 30

(In thousands): 2013 2012 $ Change % Change

Total NSBF originated servicing portfolio ( $444,69: $328,85! $115,83¢ 35%
Third party servicing portfolit 174,62: 258,77 (84,157) (33)%
Aggregate servicing portfoli $619,31. $587,62¢ $ 31,68 5%
Total servicing income earned NSBF portfc $ 73C $ 56€ $ 164 2%
Total servicing income earned external portf 604 1,511 (907) (60)%
Total servicing income earnt $ 1,33 $ 2,07i $ (749 (36)%

(2) Of this amount, total average NSBF originatediplio earning servicing income was $322,739,880 $244,455,000 for the three
month periods ended September 30, 2013 and 204 atvely.
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We are the contractor managing and servicing pafof SBA 7(a), USDA and other loans acquirediiy FDIC from failed financial
institutions, and we assist the FDIC in the packggif these loans for sale. During November 2012 Agoril 2013 the FDIC was successful

in selling a significant group of loans with ousisance, which resulted in a reduction in cureard future servicing income from the FDIC,
offset by the addition of servicing income from etlthird party financial institutions. Our existisgrvicing facilities and personnel perform
these activities supplemented by contract workenmsegded. The size of the portfolio we will senfimethe FDIC, and thus the revenue
earned, varies and depends on the level of bahkdaiand the needs of the FDIC in managing pao$acquired from those banks as well as
the success of being able to sell such portfolidés.continue to add other third party loan servigogtracts in 2013 which we expect will
mitigate the declining FDIC portfolio.

The $743,000 decrease in servicing fee income talgable primarily to the reduction of FDIC s&ring income which decreased by
$1,041,000 for the three months ended Septemb&(d@3, compared with the three months ended Septe3th@012. This decrease was
offset by an increase in other third party loarviesmg of $134,000. The average third party senggportfolio including the FDIC portfolio
decreased to $160,391,000 for the three monthsde®eptember 30, 2013 from $258,810,000 for the shnee month period in 2012. In
addition, servicing fees received on the NSBF ptidfincreased by $164,000 quarter over quarteneasl attributable to the expansion of the
NSBF portfolio, in which we earn servicing incoride portfolio increased from an average of $244,Q5 for the three month period en:
September 30, 2012 to an average of $322,739,0G8dsame three month period in 2013. This inereess the direct result of increased
loan originations in the last three months of 2@h&8 the nine months of 2013.

Interest income increased by $351,000 for the threeth period ended September 30, 2013 as compathd same period in 2012. This
increase was attributable to the average outstgmuiirforming portfolio of SBA loans held for invesnt increasing to $76,337,000 for the
three months ended September 30, 2013 from $5@QA0Q for the same period in 2012.

Other income increased by $280,000 for the threetimperiod ended September 30, 2013 as compated tame period in 2012, primarily
due to a $275,000 increase at NSBF. The increasattributable to consulting fees of $183,000 fthe FDIC and $50,000 packaging fee
income as a result of the increase in the numbkrasfs originated period over period as well agarease in income from late payments of
$27,000.

The change in fair value associated with SBA Idaeld for sale is related to the amount of unsolargnteed loans during a period, the tirr
of when those loans sell and the change in prenbieimg received on those loans, as discussed aboviag the three months ended
September 30, 2013 there was a decrease of $25,8@8€ amount of unsold guaranteed loans when eoeapto the three months ended
September 30, 2012. The decrease was offset lphtregge in premium percentages on those loans pevirdperiod.

The decrease in the change in fair value on SBAddeeld for investment of $126,000 is primarilyeault of a reduction of the upfront
discount recognized on unguaranteed loans, deaetsir.5% from 9.5% during the fourth quarter 012, resulting in a cumulative positive
adjustment in the change in fair value of SBA lohakl for investment. This reduction was determibased upon internal quantitative data
on our portfolio with respect to historical defardtes and future expected losses, as well antestor price paid for the senior interest in our
unguaranteed loans with respect to our securitizatsactions, adjusted for the estimated serviaimdjinterest income retained by the trust
over an estimated repayment term of three yeadsfuather adjusted to reflect the estimated defait on the senior notes based on the
default rate on our loan portfolio, assuming a woase scenario of no recoveries. The Companydurdgduced the change in fair value on
SBA loans by approximately $275,000 as of SepterBbeR013 to ensure that the fair value of thefpbetis properly reflected at 7.5%. The
decrease in the fair value on SBA loans held feestment, was offset by increased loan originatimr$od over period. During the quarter
ended September 30, 2013, loans originated, heldyestment aggregated $10,429,000 as compar®8, 169,000 of loans originated, held
for investment for the three months ended Septe3be2012.

Salaries and benefits increased by $267,000 pryrduie to an increase in salaries and benefit @aisthe addition of staff in most
departments at NSBF. Headcount at NSBF increasd@¥®yfrom 45 at September 30, 2012 to 63 at SepeB® 2013. The increase in
salaries as a result of additional headcount wizglby a reduction in accrued bonuses based oageament’s current assessment.

Interest expense increased by $289,000 for the tm@nths ended September 30, 2013 compared witkathe period in 2012, due to an
increase of $190,000 of interest expense resuitorg the 2013 Securitization which closed in Ma2€i 3. NSBF also experienced an
increase of $68,000 in interest expense in conmreetith the Capital One line of credit as resulingfreased borrowings. NBC experiencec
increase of $31,000 in interest expense undertdwdiry credit facility due to increased borrowirggsociated with an increased accounts
receivable portfolio.
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Professional fees for the three months ended Séyeted®, 2013 increased by $71,000 when compartttthree months ended
September 30, 2012 primarily due to increased atomyifees of $96,000 and the addition of temporatp of $33,000. Additionally, trustee
fees increased period over period by approxima#i&H;000 as a result of the 2013 securitization Whias not in place as of September 30,
2012. These increases were offset by a reductitegad expense period over period of approxima$@lg,000.

Loan Loss Reserves and Fair Value Discount

Three months
ended September 30:

(In thousands): 2013 2012 $ Change % Change

Total reserves and discount, beginning of pe $ 6,60 $ 5,62¢ $ 974 17%
Provision for loan los 57 9C (33 (31%
Discount, loans held for investment at fair val@g 35¢€ 482 (12¢€) (26)%
Charge offs, Ne (65) (98) 33 34%
Total reserves and discount, end of pe $ 6,95( $ 6,102 $ 84¢ 14%
Gross portfolio balance, end of peri $87,07: $59,86( $27,21, 45%
Total impaired nonaccrual loans, end of pel $ 6,141 $ 7,26¢ $(1,129) (15)%

(3) In 2012, the upfront discount taken on unguteaah loans was reduced from 11% to 9.5%, and furdwkiced to 7.5%, where it remains
at September 30, 2013. This reduction was based impernal quantitative data on our portfolio withtspect to historical default rates
and future expected losses. The Company alsoadilize investor price paid for the senior intemestur unguaranteed loans with
respect to the 2013 securitized transaction, agjufsir the estimated servicing and interest inctortze retained by the trust over an
estimated repayment term of three years. This wakdr adjusted to reflect the estimated defatdt om the senior notes based on the
default rate on our loan portfolio, assuming a woase scenario of no recoveri

The combined provision for loan loss and discoloans held for investment at fair value decreasewh 572,000 for the three months ended
September 30, 2012 to $413,000 for the same paria@ll3, a net decrease of $159,000. The allowfordean loss, together with the
cumulative fair value adjustment related to the S8#ns held for investment, increased from $6,102,0r 10.2% of the gross portfolio
balance of $59,860,000 at September 30, 2012,,858®00, or 8.0% of the gross portfolio balanc&®7,077,000 at September 30,

2013. Total impaired non-accrual loans decreaseal mercentage basis from $7,264,000 or 12.1% dbtia¢ portfolio at September 30, 2012
to $6,141,000 or 7.1% at September 30, 2013. /Aeptember 30, 2013 and 2012, $1,964,000 or 28.2045961,000 or 32.2%,
respectively, of the allowance for loan losses fairdvalue discount was allocated as specific resagainst such impaired non-accrual
loans. The year over year reduction in non-perfogiidans as a percentage of the gross performirtfppo balance results from an
improvement in the overall economic climate. Tharyaver year reduction in the specific reserveetdl both the relatively high level of
overall collateralization on the non-performing balio as well as the increase in the portion aftthortfolio making periodic payments
pending return to performing status, reducing thedfor a specific reserve at this time.

Other general and administrative costs increasekbti,000 due primarily to an additional $222,00@niarketing costs relating to the
Company’s television ad campaign, rent and teleplexpense as a result of taking on additional spacar Long Island office, as well as
adding an office in California and additional expes associated with servicing our internal, grovgagfolio at NSBF. The majority of the
remaining difference of $288,000 was attributabladditional reserves recorded at NBC.

The increase of loan originations and interestegmtied by the addition to and enhanced performahnte portfolio, were not sufficient to
offset lost servicing income from the FDIC portfplas well as increases in salary, interest aner @éneral and administrative expenses. The
resulting pretax income of $1,728,000 was a 13%imees. the same three month period in 2012.
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Nine months
ended September 30:
(In thousands): 2013 2012 $ Change % Change
Revenue
Premium incom $13,30: $ 7,95¢ $ 5,34t 67%
Servicing fee- NSBF portfolio 2,007 1,641 36€ 22%
Servicing fee- external portfolic 2,34¢ 3,48¢ (1,142 (33%
Interest incom 3,40¢ 2,404 1,00t 42%
Management fee- related party — 293 (293) (100%
Other income 2,33¢ 1,754 582 33%
Total revenue 23,39¢ 17,53¢ 5,861 33%
Net change in fair value @
SBA loans held for sal 162 (1549 317 20€%
SBA loans held for investme (1,73%) (1,069 (674) (63)%
Warrant liability — (117 111 10C%
Total net change in fair valt (1,579 (1,329 (24€) (19
Expenses
Salaries and benefi 5,60z 4,37¢ 1,22 28%
Interest 3,92i 2,64¢ 1,28: 49%
Professional fee 79¢ 561 23¢ 42%
Depreciation and amortizatic 89¢ 664 232 35%
Provision for loan losse 384 354 30 8%
Insurance expens related party 142 20 122 61C%
Other general and administrative cc 4,14: 2,66( 1,48 56%
Total expense 15,89 11,28: 4,611 41%
Income before income tax $ 5,93: $ 4,92¢ $ 1,00/ 20%
Small Business Finance Summary
Nine months Nine months
ended September 30, ended September 30,
2013 2012
(In thousands): # Loans $ Amount # Loans $ Amount
Loans sold in perio 112 $ 90,167 69 $ 56,39
Loans originated in perio 121 $ 119,95: 69 $ 72,14:
Premium income recognizt $ 13,30: $  7,95¢
Average net sale price ( 112.4%% 111.86%

(4) Premiums greater than 110.00% must be split 50/80the SBA. The premium income recognized abowkwaeighted average net si
price reflect amounts net of split with the SE
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For the nine months ended September 30, 2013,dhgény recognized $13,301,000 of premium incomm ftd.2 loans sold aggregating
$90,167,000. During the nine months of 2012, then@any recognized $7,958,000 of premium income fé@nfpans sold totaling
$56,397,000. The increase in premium income isekelt of an increased number of loans sold arid@ease in average premium period
over period. Premiums on guaranteed loan saleagwerl12.43% with 1% servicing for the nine momthded September 30, 2013 as
compared with 111.86% for the nine months Septer&bep012.

Servicing Portfolios and related Servicing Income

Nine months
ended September 30:
(In thousands): 2013 2012 $ Change % Change
Total NSBF originated servicing portfolio ( $444,69: $328,85! $115,83¢ 35%
Third party servicing portfolit 174,62: 258,77 (84,157) (33)%
Aggregate servicing portfoli $619,31: $587,62¢ $ 31,68« 5%
Total servicing earned NSBF portfol 2,007 1,641 36€ 22%
Total servicing income earned external portf 2,34¢ 3,48¢ (1,147 (33)%
Total servicing income earnt $ 4,35: $ 512¢ $  (77¢€) (15)%

(5) Of this amount, total average NSBF originatedfplio earning servicing income was $301,368,860 $232,201,000 for the nine
month period ended September 30, 2013 and 20k ateely.

We are the contractor managing and servicing paofof SBA 7(a), USDA and other loans acquiredty FDIC from failed financial
institutions, and we assist the FDIC in the packggif these loans for sale. During November 2012 April 2013 the FDIC was successful

in selling a significant group of loans with ousesance, which resulted in a reduction in cuream future servicing income from the FDIC,
offset by the addition of servicing income from atlthird party financial institutions. Our existisgrvicing facilities and personnel perform
these activities supplemented by contract workensegeded. The size of the portfolio we will senficethe FDIC, and thus the revenue
earned, varies and depends on the level of bahkdaiand the needs of the FDIC in managing paoaicquired from those banks as well as
the success of being able to sell such portfoldds.continue to add other third party loan serviagogtracts in 2013 which we expect will
mitigate the declining FDIC portfolio.

Servicing fees received on the NSBF portfolio iased by $366,000 period over period and was ataibel to the expansion of the NSBF
originated portfolio in which we earn servicing @mee, which increased from an average of $232,201f@0the nine month period ending
September 30, 2012 to an average of $301,368,0G8dsame nine month period in 2013. This increesethe direct result of increased
loan originations in the last quarter of 2012 amalfirst nine months of 2013. Third party servicingome decreased by $1,142,000 for the
nine months ended September 30, 2013 when compathd same nine month period in 2012 and wasattable primarily to the decreast
FDIC servicing income of $1,597,000 as a resuthefsale of a portion of that portfolio. This dexge was offset by an increase in other third
party loan servicing of $455,000. The average thady servicing portfolio, excluding the FDIC golto, increased from $14,443,000 for the
nine month period ended September 30, 2012 to $3480 for the same nine month period in 2013.

Interest income increased by $1,005,000 for the mionths ended September 30, 2013 as comparee $arhe period in 2012 as a result of
the average outstanding performing portfolio of SBAns held for investment increasing to $67,982 86m $46,343,000 for the nine
months ended September 30, 2013 and 2012, resglgctiv

Other income increased by $582,000 for the ninethzoanded September 30, 2013 as compared to treeennd in 2012. The increase is
partially attributable to a $188,000 increase atONRie to an increase in net investments on accoecg¢svable from an average of $8,000,

to an average of $8,600,000 for the nine monthopdeended September 30, 2012 and 2013, respecéselell as an increase in the merchant
cash advance program in which we earn commissiene. Additionally, NSBF's other income increabgdb394,000 due mostly to
consulting fee income of $183,000 from the FDI@r&ased loan recovery reimbursements of $75,00@arcrease in packaging and late
fee income of $126,000 for the same nine monttogeri

The change in fair value associated with SBA Idzeld for sale of $317,000 is related to the amafininsold guaranteed loans during a
period, the timing of when those loans sell andcti@nge in premium being received on those loandisaussed above. During the nine
months ended September 30, 2013 there was an secireéhe amount of unsold guaranteed loans 0241080 while during the nine months
ended September 30, 2012 there was a decreas6@D$9 in the amount of unsold guaranteed loans.
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The increase in the change in fair value on SBAddaeld for investment of $674,000 is a resulhefamount of unguaranteed loans
originated during each period and the upfront dist@eecognized on unguaranteed loans being reduosed11% to 9.5% in the first quarter
2012 which resulted in a fair value discount redurcof $474,000. During the nine months ended 3epé 30, 2012, loans originated, held
for investment aggregated $16,989,000 as compar$8g,353,000 of loans originated, held for investirfor the nine months ended
September 30, 2013. The increase in the changarimdlue associated with the increase in origoratiand first quarter 2012 discount
reduction aggregated $1,326,000 and was offsetfbstlzer reduction of the upfront discount recogeinn unguaranteed loans, from 9.5% to
7.5% during the fourth quarter of 2012, resultingicumulative positive adjustment in the chandiinvalue of SBA loans held for
investment of $355,000. This rate reduction wasrmeined based upon internal quantitative data emporifolio with respect to historical
default rates and future expected losses, as wéiainvestor price paid for the senior interasiur unguaranteed loans with respect to our
securitized transactions, adjusted for the estithsg¢egvicing and interest income retained by thsttower an estimated repayment term of t
years, and further adjusted to reflect the estithdefault rate on the senior notes based on treutiehte on our loan portfolio, assumin
worst case scenario of no recoveries. An additioedliction of the discount was taken during thedthjuarter of 2013 to ensure that the fair
value of the portfolio is properly reflected at%5

Salaries and benefits increased by $1,223,000 phntiue to the addition of staff in all departmgenNSBF headcount increased by 31.7%
from an average of 41 for the nine months endedeBgper 30, 2012 to an average of 54 for the ninethsoended September 30, 2013. The
increase in salaries as a result of additional b@aat was offset by a reduction in accrued bonbassd on managemesiturrent assessme

Interest expense increased by $1,283,000 for theemionths ended September 30, 2013 compared witbatie period in 2012, due prima
to an increase of $650,000 of interest expenseceded with the Summit financing transaction whittsed in April 2012 reflecting only 5
months of expense for the period ended Septemh&032 vs. nine months expense for 2013. Intergetrese for Summit includes interest,
payment-in-kind interest, discount on the valuatibthe warrant and amortization of deferred finagaosts. Additionally, NSBF
experienced an increase in interest expense of 83380n connection with the closing of the 2013ws#ization transaction and an additional
$254,000 increase related to the Capital One lfreeaalit which increased from an average outstandalance of $8,875,000 for the nine
months ended September 30, 2012 to $13,383,008dm@ame period in 2013. NBC experienced an ineref$108,000 in interest expense
under the Sterling credit facility which had averagitstanding borrowings of $4,800,000 and $7,91D{6r the nine month period ended
September 30, 2012 and 2013, respectively. These affset by a decrease of $21,000 in other intengsense related to investor
remittances.

Professional fees for the nine months ended Sege&th 2013 increased by $238,000 when comparduthet nine months ended

September 30, 2012, primarily due to the additibiremporary staffing costs of $143,000 and incrdaszounting fees of $140,000. These
increases were offset by a reduction in legal expgeriod over period of approximately $72,000.

Loan Loss Reserves and Fair Value Discount

Nine months
ended September 30:

(In thousands): 2013 2012 $ Change % Change

Total reserves and discount, beginning of pe $ 6,092 $ 5,56¢ $ 52€ 9%
Provision for loan los 384 354 30 8%
Discount, loans held for investment at fair valGg 1,73 1,06: 674 63%
Charge offs (net of recoverie (1,269 (881) (382) (43)%
Total reserves and discount, end of pe $ 6,95( $ 6,102 $ 84¢ 14%
Gross portfolio balance, end of peri $87,07: $59,86( $27,21% 45%
Total impaired nonaccrual loans, end of pel $ 6,141 $ 7,264 $(1,129) (15)%

(6) In 2012, the upfront discount taken on unguieah loans was reduced from 11% to 9.5%, and furdticed to 7.5%, where it remains
at September 30, 2013. This reduction was based inpernal quantitative data on our portfolio witspect to historical default rates
and future expected losses. The Company alsoadilize investor price paid for the senior intemestur unguaranteed loans with
respect to the 2013 securitized transaction, agtjufsir the estimated servicing and interest inctortze retained by the trust over an
estimated repayment term of three years. This wdlkdr adjusted to reflect the estimated defatdt om the senior notes based on the
default rate on our loan portfolio, assuming a Wwoese scenario of no recoveri
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The combined provision for loan loss and net chandair value increased from $1,417,000 for theeninonths ended September 30, 2012 to
$2,121,000 for the same period in 2013, a net asgef $704,000 period over period. The allowancéofan loss together with the

cumulative adjustment related to SBA loans heldrfeestment increased from $6,102,000 or 10.2%efgross portfolio balance of
$59,860,000 at September 30, 2012 to $6,950,080086 of the gross portfolio balance of $87,077,808eptember 30, 2013. The decrease
in reserve percentage reflects the positive perdoia of the portfolio. Total impaired non-accrers decreased from $7,264,000 or 12.1%
of the total portfolio at September 30, 2012 tal$#8,000 or 7.1% at September 30, 2013 with $1,984¢0 32.2% and $1,961,000 or 28.2%
of the allowance for loan losses and fair valuealimt being allocated against such impaired nondattoans, respectively. The year over
year reduction in n¢-performing loans results from an improvement ia ¢iverall economic climate.

Other general and administrative costs increase®ilb483,000 and were mostly attributable to addéionarketing costs of $350,000 relating
to the Company’s television ad campaign, additiosaaérves recorded at NBC, increased loan originatosts of $257,000, increased rent
and facilities costs of $233,000 and other expefi§97,000 at NSBF.

The increase of loan originations and the sizénefptortfolio, combined with improvements in intdénesome, generated by the addition to
and enhanced performance of the portfolio, anchtttition of other income were sufficient to offfiee decrease in servicing income from the
FDIC and additional interest, salaries, servicing arigination expenses. The resulting pretax ine@fi$5,932,000 for the nine months en
September 30, 2013 was a 20% improvement ovenpietame of $4,928,000 for the nine months endeute®eber 30, 2012.
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Managed Technology Solutions

Three months
ended September 30:

(In thousands):. 2013 2012 $ Change % Change
Revenue
Web hosting and desi¢ $ 4,45¢ $ 4,52¢ $ (7)) (2%
Expenses
Salaries and benefi 1,30(¢ 1,25¢ 46 4%
Interest 44 19 25 132%
Professional fee 11t 13t (20 (15)%
Depreciation and amortizatic 327 31¢ 9 3%
Insurance expens related party — 16 (16) (100%
Other general and administrative cc 1,78¢ 1,612 17¢€ 11%
Total expense 3,57¢ 3,35¢ 22C 7%
Income before income tax $ 881 $ 1,172 $ (29) (25%

Revenue is derived primarily from recurring conteacfees for hosting websites for shared hostiegichted servers and cloud instances (the
“plans”). Less than 4% of revenues were derivethfomntracted services to design and maintain wieb.dRevenue between periods
decreased $71,000, or 2%, to $4,455,000 in 201tal fTevenue included an increase in web desigmiexvef $55,000, offset by a $126,000
decrease in web hosting revenue between perio@sd@trease in web hosting revenue is the resaldetrease in the average monthly
number of total plans by 5,601 or 11% between plsrio 44,304 plans in 2013 from 49,905 plans irttivel quarter of 2012. Partially
offsetting the decrease in revenue was an incieadbe average monthly revenue per plan of 8% th&3in 2013 from $29.40 in 2012. This
reflects a growth in cloud instances and custompershasing higher cost plans including additiornzians and services as well as the effect
of a pricing increase in March 2013. The averagaber of cloud instances increased by 19 to an gess&680 from 661 in 2012. The
decrease in the average total plans occurred ishitred and dedicated segments. The average montinlyer of dedicated server plans in
2013, which generate a higher monthly fee versaseshhosting plans, decreased by 275 between penod9%, to an average of 1,166 f
an average of 1,441 in 2012. The average monthiybeu of shared hosting plans in the third quart®04.3 decreased by 5,346, or 11%, to
an average of 42,458 from 47,804 in 2012. While petition from other web hosting providers as wslbéternative website services
continued to have an overall negative effect on hetiing plan count and revenue growth betweergeriMTS experienced a lower rate of
decline in web hosting revenues in the period i@salt of the March 2013 pricing increase and graared product platform offering.

It continues to be management’s intent to increasenues and margin per plan through higher sepffegings to customers, although this
may result in a lower number of plans in place alleManagement has broadened the Company’s foeysr the Microsoft web platform
by now providing its platform capabilities to indieiopen source web applications which have becooredsingly attractive to web
developers and resellers.

Total expenses of $3,574,000 in 2013 increased,$22®r 7%, from $3,354,000 in 2012. MTS segmelarss and benefits in 2013
increased $46,000 or 4% between years to $1,300M08 salaries and benefits are subject to pr@apitalization accounting rules and are
also allocated out to other Newtek segments depgrati the nature of work performed by MTS for sotter segments. The number of
FTE’s remained flat at 100 between years whiledaicgon in work performed by staff on company-witk/elopment efforts and other
segment projects resulted in the net increaselanysand benefit costs retained within MTS. Proi@sal fees decreased $20,000 principally
due to a decrease in consulting costs between.y@apseciation and amortization increased $9,00@&en years to $327,000 due to an
increase in capital expenditures in the latter pa2012 (including a capital lease obligation 688,000 for a new company-wide telephone
system) and the timing of 2013 planned capital edjiares. Other general and administrative costeased $176,000 between years
primarily as a result of increases in hardware tea@nce and support costs of $24,000, principaly/td the restructuring of previous
contracts in those areas, additional marketingsools$48,000, an increase in utility costs of $08,0an increase in Domain costs of $13,000,
and an increase in bad debt expense of $90,008eThereases were partially offset by a reductidelephone costs of $22,000 between
years.

Income before income taxes decreased by $291,0988b,000 in 2013 from $1,172,000 in 2012. The e&se in profitability was principal
due to a decline in web hosting revenue betweersyaa increase in salary and related benefit castban increase in other general and
administrative costs partially offset by an inceeasweb design related revenue and related maagitribution between years.
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Nine months ended September 30, 2013 and 2012:

Nine months
ended September 30:
(In thousands):. 2013 2012 $ Change % Change
Revenue
Web hosting and desi¢ $13,44¢ $13,78¢ $ (340 (2%
Expenses
Salaries and benefi 3,81t 3,807 8 0%
Interest 74 62 12 19%
Professional fee 434 38t 49 13%
Depreciation and amortizatic 98¢ 91¢ 70 8%
Insurance expens related party — 1€ (16) (100%
Other general and administrative cc 5,31¢ 5,217 107 2%
Total expense 10,63: 10,40 23C 2%
Income before income tax $ 2,81¢ $ 3,38¢ $ (570 17%

Revenue is derived primarily from recurring conteacfees for hosting websites for shared hostiegichted servers and cloud instances (the
“plans”). Less than 4% of revenues were derivethfomntracted services to design and maintain wieb.dRevenue between periods
decreased $340,000, or 2%, to $13,449,000 in 2Ddi3l revenue included a decrease in web hostiweniee of $589,000 or 4% and an
increase in web design revenue of $249,000 betweeads. The decrease in web hosting revenue iethét of a decrease in the average
monthly number of total plans by 5,728 or 11% betwperiods to 45,721 plans in 2013 from 51,4499iar?012. Partially offsetting the
decrease in revenue was an increase in the averagihly revenue per plan of 10% to $32.68 in 20b&1f$29.78 in 2012. This reflects a
growth in cloud instances and customers purchdsigiger cost plans including additional options aedvices as well as the effect of a pric
increase in March 2013. The average number of dlostdnces increased by 56 to an average of 65 ®20 in 2012. The decrease in the
average total plans occurred in the shared andatedi segments. The average monthly number ofatediserver plans in 2013, which
generate a higher monthly fee versus shared hgskamg, decreased by 279 between periods, or XB&® average of 1,246 from an average
of 1,525 in 2012. The average monthly number ofesh&osting plans in 2013 decreased by 5,505, #r, 1d an average of 43,799 from
49,304 in 2012. While competition from other welstimg providers as well as alternative websiteises/continued to have an overall
negative effect on web hosting plan count and regeggrowth between periods, MTS experienced a loaterof decline in web hosting
revenues in the period as a result of the Marct820ting increase and an expanded product platfuffering.

It continues to be management’s intent to increasenues and margin per plan through higher sepffeeings to customers, although this
may result in a lower number of plans in place alleManagement has broadened the Company’s foeysrl the Microsoft web platform
by now providing its platform capabilities to indieiopen source web applications which have becooredsingly attractive to web
developers and resellers.

Total expenses of $10,631,000 in 2013 increased,$28 from $10,401,000 in 2012. MTS segment salarel benefits increased $8,000
between years to $3,815,000. MTS salaries and ieae¢ subject to project capitalization accountinles and are also allocated out to other
Newtek segments depending on the nature of worfopeed by MTS for such other segments. The numbaverage staff positior

decreased by 4% between periods, resulting inactiesh of salary expense of $143,000 between y&aesddition, benefit costs decreased
$171,000 due to a lower bonus provision betweeig@er The decrease in salaries and total benefisaf $314,000 noted above were offset
by a reduction in work performed by staff on compande development efforts and other segment ptejesulting in the net increase in
salary and benefit costs retained within MTS of)$8, Professional fees increased $49,000 pringipiaié to a corresponding increase in web
design development revenues between periods. Dapoecand amortization increased $70,000 betwegiogs to $989,000 due to an
increase in capital expenditures in the latter p®012 (including a capital lease obligation 688,000 for a new company-wide telephone
system) and the timing of 2013 planned capital edfiares. Other general and administrative costeased $107,000 or 2% between years
primarily as a result of increases in hardware teaiance and support costs of $162,000, princigkilyto the restructuring of previous
contracts in those areas, additional marketingsools$49,000, an increase in travel related cds#0,000 and an increase in bad debt
expense of $106,000. These increases were offsetréguction in building occupancy costs (rent atility costs) of $172,000 and telephone
costs of $62,000.
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Income before income taxes decreased $570,00084&200 in 2013 from $3,388,000 in 2012. The desman profitability was principally
due to a decline in web hosting revenue betweeingepartially offset by an increase in web desrgated revenues and related margin
contribution between periods.
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All Other
Three months
ended September 30:
(In thousands):. 2013 2012 $ Change % Change
Revenues
Insurance commissiot $ 43¢ $ 28¢ $ 147 51%
Insurance commissiol- related party a0 114 (24) (21)%
Other income 141 98 43 44%
Other incom-related party 25 19 6 32%
Total revenu 68¢ 517 172 33%
Expenses
Salaries and benefi 597 487 11C 23%
Professional fee 18¢ 68 12C 17€%
Depreciation and amortizatic 50 6 44 733%
Insurance expens related party — 9 9 (200%
Other general and administrative cc 165 12¢€ 39 31%
Total expense 1,00( 69€ 304 44%
Loss before income taxi $ (31)) $ (179 $ (132 (74%

The All Other segment includes revenues and exgemamarily from Newtek Insurance Agency, LLC (“NTANewtek Payroll Services
(“PAY") and qualified businesses that received stwegents made through the Company’s Capco prograrnthwannot be aggregated with
other operating segments.

In December 2012, the Company invested in Advamdiker Security Systems, LLC (“ACS”), a start-up gany formed to offer web-based
security solutions to the marketplace. ACS is antedi for as a variable interest entity (“VIE”) aretorded a loss before income taxes of
$49,000 for the three months ended September 3@3. 20

Insurance commissions — related party represemtsnissions earned by NIA on policies sold to NewdaK its subsidiaries, previously
eliminated within the segment until the third gearf 2012 and now included in the correspondingrent, and Other income — related party
represents fees charged by Newtek Payroll Seniidgs to Newtek and subsidiaries. Both are elimidatpon consolidation.

Total revenue increased by $172,000, or 33% fothhee months ended September 30, 2013 primaréytalthe acquisition of a health and
benefits insurance portfolio during the fourth qaanf 2012. The portfolio, which was purchasedhyaffiliated company and serviced by
NIA, comprises commercial hea-related policies. Total insurance commission rereeimcreased by $123,000 during the three monttieden
September 30, 2013 as compared with the three memited September 30, 2012. Combined other incooneased by $49,000, or 42%,
includes a $33,000 increase in revenue relatedyoop services provided by PAY. The total numbepayroll clients grew by 53%
increasing from 238 at September 30, 2012 to 3&ptember 30, 2013.

Salaries and benefits increased by $110,000, or, #2%the three months ended September 30, 20&8rapared to the three months ended
September 30, 2012. Additional staff was addedlAttN service the health portfolio acquired in flearth quarter of 2012, and also at PAY
to service the additional payroll clients addeatighout 2013. The $120,000 increase in professieesl which includes broker commission
expense, is consistent with the increase in NIAmmission income. There was also a $48,000 incriedsgal expense incurred by PAY in
connection with the recouping of funds related failure by an ACH provider in May 2013, as mor#yfuliscussed in Note 9 Gommitment
and Contingencies. The $44,000 increase in depi@tiand amortization expense is related to therarsce book of business acquired in
December 2012 and the $39,000 increase in oth@rgleand administrative costs is primarily relatedhcreases in marketing and other
expenses at NIA.
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Nine months
ended September 30:
(In thousands): 2013 2012 $ Change % Change
Revenue
Insurance commissiot $ 1,347 $ 91t $ 43z 47%
Insurance commissiol- related party 172 114 59 52%
Other income 411 311 10C 32%
Other income-related part) 61 6C 1 2%
Total revenu 1,992 1,40( 592 42%
Expenses
Salaries and benefi 1,92¢ 1,53¢ 38¢ 25%
Professional fee 464 21C 254 121%
Depreciation and amortizatic 152 22 13C 591%
Insurance expens related party — 9 9 (100%
Other general and administrative cc 66E 361 304 84%
Total expense 3,20¢ 2,13¢ 1,067 50%
Loss before income tax $(1,217) $ (73¢) $ (479 (64)%

Nine months ended September 30, 2013 and 2012:

Total revenue increased by $592,000, or 42% fonthe months ended September 30, 2013 as compatked same period in 2012. Total
insurance commissions increased by $491,000 angkianarily related to the commercial health boolbaginess acquired in December 2(
The $101,000 increase in combined other incomegerver period, was related to PAY, which increaedtotal number of payroll clients
from 238 at September 30, 2012 to 363 at SepteBihez013.

Total expenses increased by $1,067,000 periodpmmiwd primarily due to a $388,000 increase inrgzdaand benefits; the majority of the
increase was attributable to NIA, which added g@afervice the new health portfolio; the remainafethe increase was related to PAY wh
added staff during 2013 to service the additiofiahts gained during the year, and ACS that alstedchew employees in 2013. Professional
fees, which include broker commission expenseseased by $254,000 period over period. There vasal increase in legal expense
incurred by PAY in connection with the recoupingurfids related to a failure by an ACH provider imyw2013, more fully discussed in Note
9 —Commitments and Contingencies. Depreciationaandrtization expense increased by $130,000 asult ofghe health and benefits
portfolio acquired in December 2012, which is beamgortized over a period of five years, and duia¢camortization of a license acquired at
PAY which was acquired in September 2012. Otheeg®drand administrative expense increased by $8048riod over period, and incluc
an increase of $182,000 for software licensing teesother office related expenses at ACS, aneéasas in marketing and other expenses
primarily at NIA and PAY during the nine months eddSeptember 30, 2013.
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Corporate activities

Three months
ended September 30:

(In thousands):. 2013 2012 $ Change % Change
Revenue
Management fee- related party $ 24c¢ $ 19¢ $ 50 25%
Interest incom: 1 1 — —
Total revenue 25C 20C 50 25%
Expenses
Salaries and benefi 1,24« 1,22( 24 2%
Professional fee 247 262 (15) (6)%
Depreciation and amortizatic 40 28 12 43%
Insurance expens related party 78 21 57 271%
Other general and administrative cc 48¢ 343 14E 42%
Total expense 2,09 1,87¢ 223 12%
Loss before income tax $(1,847) $(1,679) $ (173 (10)%

The Corporate activities segment implements busieategy, directs marketing, provides technolmggrsight and guidance, coordinates
and integrates activities of the other segmentstraots with alliance partners, acquires custorpeodunities, and owns our proprietary
NewTracker™ referral system and all other intellatproperty rights. This segment includes reveanet expenses not allocated to of
segments, including interest income, Capco managefee income, and corporate operating expensaselbperating expenses consist
primarily of internal and external public accougtiexpenses, internal and external corporate legedreses, corporate officer salaries, sales
and marketing expense and rent for the principatetive offices.

Revenue is derived primarily from management fegaad from the Capcos. Management fee revenueaisede25% to $249,000 from
$199,000 for the three months ended September0d® @nd September 30, 2012. Management fees, ahgchliminated upon consolidati
are expected to decline in the future as the Capadare and utilize their cash. If a Capco doeshast current or projected cash sufficient to
pay management fees, then such fees are not accrued

Total expenses increased by $223,000, or 12%héothiree months ended September 30, 2013 oveathe geriod in 2012. Salaries and
benefits increased $24,000 as a result of new atlaféd in the third quarter 2013 in Sales, Markgti and Finance offset by a reduction in
the accrued bonuses based on management’s cusemsisanent. Depreciation and amortization incred$2@00 for the three months ended
September 30, 2013 compared to the prior periodaltiee capitalization of website development cdsisurance expense — related party,
which is eliminated upon consolidation, increasedadnjunction with the renewal of several of ourpaate policies. Other general and
administrative costs increased by 42% for the thmeaths ended September 30, 2013 as comparedheiiprior period, as a result of an
$184,000 increase in marketing costs from the Caryipdelevision ad campaign, a larger portion ofakhwas absorbed by Corporate in the
current period compared with the three months elgdember 30, 2012. This increase was partiatbebby $38,000 reduction in IT, office
and other expenses.

Loss before income taxes increased by $173,00@domarily to increases in other general and adrrative costs and salaries and benefits
expenses for the three months ended Septembef38, & compared to the same period in 2012.
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Nine months
ended September 30:
(In thousands): 2013 2012 $ Change % Change
Revenue
Management fee- related party $ 647 $ 64¢ $ 1 —
Interest and other incon 3 8 (5 (63)%
Total revenu 65C 654 4 (D%
Expenses
Salaries and benefi 4,16¢ 3,80z 36€ 10%
Professional fee 1,02¢ 72€ 303 42%
Depreciation and amortizatic 124 83 41 49%
Insurance expens related party 13z 21 112 533%
Other general and administrative cc 91¢ 1,42t (506 (36)%
Total expense 6,37 6,051 31€ 5%
Loss before income tax $(5,727) $(5,407) $ (320 (6)%

Nine months ended September 30, 2013 and 2012:

Revenue is derived primarily from management fegaexrl from the Capcos. Related party managemené¥eaue essentially remained
unchanged at $647,000 for the nine months ende@®bpr 30, 2013 compared with the nine months eBapdember 30, 2012. Related
party management fees, which are eliminated upasdiwation, are expected to continue to declindénfuture as the Capcos mature and
utilize their cash. If a Capco does not have curoemprojected cash sufficient to pay managemeag,fthen such fees are not accrued.

Total expenses increased $316,000, or 5%, forittemonths ended September 30, 2013 from the senpn 2012. Salaries and benefits
increased by $366,000, due to the addition of rteWf & sales, executive, IT and the human resaudepartments, offset by a reduction in
accrued bonuses based on management’s currensmesesProfessional fees increased by $303,00@idwarily to audit and legal fees
incurred in connection with the restatement of26&1 and 2012 financial statements. The $41,00@ase in depreciation and amortization
was related to the capitalization of website depeient costs, and insurance expense — relatedipargased in conjunction with the renewal
of several of our corporate policies. These inareagere partially offset by a decrease in otheeg®rand administrative costs that included a
$244,000 reversal of an accrual for a contractudesghat was settled during the quarter, as wedl $862,000 reduction in IT, rent and other
office related expense.

Loss before income taxes increased $320,000 fanitteemonths ended September 30, 2013, as comfmatied same period in 2012,
primarily due to the increases in salaries and fitsnprofessional fees and related party insurangqense.
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Capcos
Three months
ended September 30:
(In thousands):. 2013 2012 $ Change % Change
Revenue
Incomefrom tax credits $ 31 $ 122 $ (91 (75)%
Interest incomi 2 3 D (33%
Other income 9 — 9 100%
Total revenu 42 12t (83) (66)%
Net change in fair value ¢
Credits in lieu of cash and Notes payable in cseditieu of casl — (20) 2C (200%
Expenses
Management fee- related party 24¢ 19¢ 5C 25%
Interest expens 41 11z (72) (63)%
Professional fee 98 134 (36) 27%
Other general and administrative cc 31 46 (15) (33%
Total expense 41¢ 491 (72) (15)%
Loss before income tax $ (377 $ (386 $ 9 2%

As described in Note 3 to the condensed consotidatancial statements (unaudited), effective Janta2008, the Company adopted fair
value accounting for its financial assets and fanariabilities concurrent with its election ofdHair value option for substantially all credits
in lieu of cash, notes payable in credits in li€gash and prepaid insurance. These are the fiabagsets and liabilities associated with the
Company’s Capco notes that are reported withirCthimpany’s Capco segment. The table above refleeteftects of the adoption of fair
value measurement on the income and expense itrowsr(e from tax credits, interest expense and arae expense) related to the revalued
financial assets and liability for the three morghsled September 30, 2013 and 2012. In additieméh change to the revalued financial
assets and liability for the three months endede®eiper 30, 2013 and 2012 is reported in the linet‘®thange in fair value of Credits in lieu
of cash and Notes payable in credits in lieu ohtas the condensed consolidated statements ofriedanaudited).

The Company does not anticipate creating any nepe@ain the foreseeable future and the Capco sdgaikknontinue to incur losses going
forward. The Capcos will continue to earn cash stiwent income on their cash balances and incurroastagement fees and operating
expenses. The amount of cash available for invadtared to pay management fees will be primarilyeshglent upon future returns generated
from investments in qualified businesses. Incoroenftax credits will consist solely of accretiontié discounted value of the declining da
amount of tax credits the Capcos will receive i filture; the Capcos will continue to incur nonkcagerest expense related to the tax
credits.

Revenue is derived primarily from non-cash inconoenftax credits. The $83,000 decrease in totalmese for the three months ended
September 30, 2013 versus the same period in 20lE21ts the effect of the declining dollar amouhtax credits remaining in 2013. The
amount of future income from tax credits revenuk fluictuate with future interest rates. Howeveveofuture periods through 2016, the
amount of tax credits, and therefore income the @ will recognize, will decrease to zero.

Expenses consist primarily of management fees anecash interest expense. While related party memagt fees for the three months
ended September 30, 2013 increased by $50,000gsaced with the year ago period due to availabdh éa several of the Capcos,
management fees, which are eliminated upon corsaitl are expected to decline in the future asOdecos mature and utilize their cash.
Interest expense decreased by $71,000, or 63%hddhree months ended September 30, 2013 compéttethe year ago quarter as a result
of the declining amount of notes payable in 201theDgeneral and administrative costs decreasea thhe year ago period primarily as a
result of a reduction in rent expense and alscceedse in annual fees assessed by state authorities

Overall, the pretax loss before income taxes inGhpco segment decreased by $9,000, period oviedperimarily due to the reduced
income from tax credits and the increase in intezgpense for the three months ended Septemb@03G,
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Nine months
ended September 30:
(In thousands): 2013 2012 $ Change % Change
Revenue
Income from tax credit $ 86 $ 441 $ (359 (80)%
Interest incom: 24 19 5 26%
Other income 21 121 (100 (83)%
Total revenu 131 581 (450 (7%
Net change in fair value ¢
Credits in lieu of cash and Notes payable in csadifieu of
cash 26 21 5 24%
Expenses
Management fee- related party 647 93¢ (292 (31)%
Interest 14: 49z (350 (7)%
Professional fee 214 272 (58) (21)%
Other general and administrative cc 111 91 20 22%
Total expense 1,11¢ 1,79t (680 (38)%
Loss before income tax $ (95¢) $(1,1979) $ 23t 20%

Nine months ended September 30, 2013 and 2012:

Revenue is derived primarily from non-cash inconeenftax credits. The decrease in total revenuéi®nine months ended September 30,
2013 versus the same period in 2012 reflects fieetedf the declining dollar amount of tax cred#snaining in 2013, and the decrease in
other income is related to a $100,000 gain on dfe af an investment with a zero carrying basihenprior period. The amount of future
income from tax credits revenue will fluctuate withure interest rates. However, over future pesittdough 2016, the amount of tax credits,
and therefore the income the Company will recognigk decrease to zero.

Expenses consist primarily of management fees and:ash interest expense. Related party managementéeecased by $292,000, or 3.
for the nine months ended September 30, 2013 cadpeith the same period ended 2012. Related patagement fees, which are
eliminated upon consolidation, are expected toidech the future as the Capcos mature and utilizg cash. Interest expense decreased by
$350,000, or 71%, for the nine months ended SepteB® 2013 from $493,000 as a result of the diegjidollar amount of tax credits
payable in 2012. Other general and administratbgtscincreased from the year ago period due priyrtara $21,000 increase in filing and
other fees assessed by the state authoritiesharréversal of accrued other expenses in the yeapeariod.

The decrease in management fees and interest exp#sst the reduction in income from tax creditgroving the overall segment loss
before income taxes by $235,000 for the nine moatitled September 30, 2013 compared with the yespegpd.
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Critical Accounting Policies and Estimates:

The Company'’s significant accounting policies ageatibed in Note 2 of the Notes to Consolidatediaml Statements included in its Form
10-K for the fiscal year ended December 31, 201diskussion of the Company'’s critical accountingigies, and the related estimates, are

included in Management’s Discussion and AnalysiRe$ults of Operations and Financial PositionsrFiorm 10-K for the fiscal year ended

December 31, 2012.

Liquidity and Capital Resources

Cash requirements and liquidity needs over the tvealive months are anticipated to be funded priltpdinrough cash generated from
operations, available cash and cash equivaleritgtjrexcredit lines and securitizations of the Camys SBA lender’s unguaranteed loan
portions. As more fully described below, the Compsu$BA lender will require additional funding saes to maintain SBA loan originations
in the latter part of 2013 under anticipated cdodg; although the failure to find these sourceg meguire the reduction in the Company’s
SBA lending and related operations, it will not @mipthe Company’s overall ability to operate.

The Company’s SBA lender depends on the continnatidhe SBA 7(a) guaranteed loan program of thiéddrStates Government. The
Company’s SBA lender depends on the availabilitpuithasers for SBA loans for sale in the secondssket and the premium earned
therein to support its lending operations. At tivise, the secondary market for the SBA loans isisbb

The Company’s SBA lender has historically finanttesl operations of its lending business throughdaarcredit facilities from various
lenders and will need to continue to do so in titare. Such lenders invariably require a secunitgriest in the SBA loans as collateral which,
under the applicable law, requires the prior aparav the SBA. If the Company should ever be unablebtain the approval for its financing
arrangements from the SBA, it would likely be ureatal continue to make loans.

As an alternative to holding indefinitely the ports of SBA loans remaining after sale of the gutthportions in the SBA supervised
secondary market, the Company has undertaken twisee these unguaranteed portions. In Decemb&0 2e first such securitization trust
established by the Company issued to one investesrin the amount of $16,000,000 which receiv&tieadard & Poor’s (“S&P”) rating of
“AA.” A second securitization, an amendment to dniginal transaction, was completed in Decemberl2@hd resulted in an additional
$14,900,000 of notes issued to the same investtird securitization was completed in March 20648%20,909,000 of notes issued to
multiple investors, which received an “A” ratingpin S&P. The SBA lender used the cash generatedtfrerfirst transaction to retire its
outstanding term loan from Capital One, N.A. anéurd a $3,000,000 account which during the firsirger of 2011 purchased unguaranteed
portions originated subsequent to the securitiratiansaction. Similarly, the proceeds from theosecand third securitizations in 2011 and
2013 were used to pay down its outstanding revdbaer with Capital One, N.A., and to fund a $5,000, and $4,175,000 prefunding
account, respectively, which were used to purchageiaranteed portions of loans in the first quaste2012 and April 2013,

respectively. While this securitization process pesvide a long-term funding source for the SBAden there is no certainty that it can be
conducted on an economic basis. In addition, thargt&ation mechanism itself does not provide ilitijty in the short-term for funding SBA
loans.

In December 2010, the SBA lender entered into alvéng loan agreement with Capital One, N.A. fortag$12,000,000 to be used to fund
the guaranteed portions of SBA loans and to beidepith the proceeds of the sale in the secondaasket of those portions. Also, in June
2011, the SBA lender entered into a revolving lagreement with Capital One N.A., for up to $15,000,to be used to fund the
unguaranteed portions of SBA loans and to be rep#fdthe proceeds of loan repayments from thedweers as well as excess cash flow of
NSBF. In October 2011, the term of the loans weteraled by nine months through September 30, 281Rily 2013 the SBA lende
received an extension on the availability of itgeteuse lines, totaling $27 million, with Capitah&® N.A. from September 30, 2013 to
May 31, 2015, at which time the outstanding balamitiebe converted into a three year term loan. €Rtension also enhanced the terms of
the credit facilities by removing the $15 millioanfding sublimit for the non-guaranteed portionshef SBA 7(a) loans NSBF originates, and
increasing the advance rate to 55% from 50% fontireguaranteed portions of the SBA 7(a) loans.

On February 28, 2011, NBC entered into a three feeiof credit of up to $10,000,000 with SterliNgtional Bank to purchase and
warehouse receivables. In December 2012, an ameridmas signed providing that upon the achieveménédain profitability levels, the
maximum amount of the line of credit under the Agnent can be increased from $10,000,000 to $1%00@&t a later date upon NBC's
request. The Amendment also extended the matuatsy fdom February 28, 2014 to February 28, 201@&rd& s no cross collateralization
between the Sterling lending facility and the Calp@dne credit facility; however, a default undez tBapital One loan will create a possibility
of default under the Sterling line of credit. Thaability of the Sterling line of credit and tiperformance of the Capital One loans are
subject to compliance with certain covenants and
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collateral requirements as set forth in their reipe agreements, as well as limited restrictiomglistributions or loans to the Company by
respective debtor, none of which are material éliduidity of the Company. At September 30, 20th& Company and its subsidiaries were
in full compliance with applicable loan covenarftke Company guarantees these loans for the subisglig to the amount borrowed,; in
addition, the Company deposited $750,000 with Biggto collateralize that guarantee. As of Septem3e 2013, the Company had no unt
sources of liquidity in unrestricted cash and caghivalents.

Restricted cash of $10,399,000 as of Septembe2®( is primarily held in Small business financé,@ther, the Capcos and Corporate
segments. For Small business finance, approxim&®§72,000 is held by the securitization trusta asserve on future nonperforming log
and $3,046,000 is due to participants, the SBAathdrs. For All other, PMT holds tax deposits fweit clients until such payments are du
the respective state or federal authority, and BB§regates premiums collected from insureds. Fo€tpcos, restricted cash can be used in
managing and operating the Capcos, making qualifiegistments and for the payment of taxes on Capmme. In addition, as discussed
above, the Company deposited $750,000 with Stettirgpllateralize its guarantee, which is incluitethe Corporate segment.

In summary, Newtek generated and used cash asviollo

Nine

Months Ended

September 30
(In thousands 2013 2012
Net cash used in operating activit $ (1,257) $ (1,897)
Net cash used in investing activiti (24,23) (15,70¢)
Net cash provided by financing activiti 19,02( 24,70¢
Net (decrease) increase in cash and cash equis (6,469 7,10z
Cash and cash equivalents, beginning of pe 14,22¢ 11,20:
Cash and cash equivalents, end of pe $ 7,761 $ 18,30

Net cash used in operating activities increasefigsy0,000 to cash used of $(1,257,000) for the dezimled September 30, 2013 compare
cash used in operations of $(1,897,000) for thedernded September 30, 2012. The change prinrafilgcts the operation of the SBA
lender, which originated $91,598,000 of SBA loaakitfor sale and sold $90,167,000 compared with355000 originated and $56,397,(
sold in the first nine months of 2012. In additicash used for prepaid expense, accrued intei@svable and other assets decreased by
$(6,454,000) for the nine months is mostly relatethcreases in loan and FDIC receivables and @lagz@t loan costs recorded on the SBA
lender, and additional capitalized and costs rdltdghe potential BDC corporate restructuring tmdreceivables included in the Corporate
segment.

Net cash used in investing activities includesuhguaranteed portions of SBA loans, the purchas$ieed assets and customer accou
changes in restricted cash and activities involimgstments in qualified businesses. Net cash imsieesting activities decreased by
$(8,523,000) to cash used of $(24,231,000) foptréod ended September 30, 2013 compared to cashofi$(15,708,000) for the period
ended September 30, 2012. The decrease was dugrifyita a greater amount of SBA loans originatedifivestment of $(28,405,000) for
the nine month period in 2013 compared with $(1%,000) in 2012. This use of cash was partiallyedffsy increases in investments and the
return of investments in qualified businesses, wipiovided a combined $3,082,000 of cash in 2018usgea $(1,550,000) cash use in the
same period of 2012.

Net cash provided by financing activities primaiitgludes the net borrowings and (repayments) ok iaes of credit and notes payable
well as securitization activities. Net cash proddy financing activities decreased by $5,688,@0€aish provided of $19,020,000 for the
period ended September 30, 2013 from cash prowti$d4,708,000 for the period ended September @D2 2While the current period
included a cash provision of $20,909,000 relatetthéoCompany’s March 2013 securitization transactamditional cash was used to repay
bank lines of credit, a decrease of $(8,534,008)pared with the nine months ended September 3@, 281well as the change in restricted
cash which decreased by $(5,662,000). In additash proceeds of $10,000,000 from a term loanaaratditional $2,763,000 resulting
from the consolidation of Exponential of New Yoth,C, an affiliated Capco company, were providedingithe nine months ended
September 30, 2012.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk.

We consider the principal types of risk in our Imesis activities to be fluctuations in interestgated loan portfolio valuations and the
availability of the secondary market for our SBAms held for sale. Risk management systems anéguoes are designed to identify and
analyze our risks, to set appropriate policieslanis and to continually monitor these risks amdils by means of reliable administrative ¢
information systems and other policies and programs

50



Table of Contents

Our SBA lender primarily lends at an interest @terime, which resets on a quarterly basis, pltisedd margin. Our receivable financing
business purchases receivables priced to equatsitoilar prime plus a fixed margin structure. Tagpital One term loan and revolver loan,
the securitization notes and the Sterling linerefit are on a prime plus a fixed factor basisaAesult, the Company believes it has matched
its cost of funds to its interest income in itsdfitting activities. However, because of the difféedbetween the amount lent and the smaller
amount financed a significant change in marketr@gterates will have a material effect on our ofiegaincome. In a rising interest rate
climate, our cost of funds will increase at a slovate than the interest income earned on the la@nisave made; however, this benefit may
be offset by a reduction in premium income. A iisinterest rates may cause an increase in prepagntbus decreasing the future cash
flows of a loan and impacting the premium pricedgaithe secondary market. Conversely, in a degrgaate environment, the Company
may experience a reduction in interest rate sprbadljs, interest income will decline more quickian interest expense resulting in a net
reduction of benefit to operating income, offsetdnyincrease in premium income.

Our lender depends on the availability of secondaayket purchasers for the guaranteed portion®8éf I8ans and the premium received on
such sales to support its lending operations. itttie the secondary market for the guaranteetigoerof SBA loans is robust but during
2008 and 2009 financial crisis the Company hadadiffy selling it loans for a premium; although mopected at this time, if such conditions
did recur our SBA lender would most likely cease&kimg new loans and could experience a substamihlation in profitability.

We do not have significant exposure to changingrést rates on invested cash which was approximaid, 160,000 at September 30,
2013. We do not purchase or hold derivative finahicistruments for trading purposes. All of oumsactions are conducted in U.S. dollars
and we do not have any foreign currency or foreigchange risk. We do not trade commodities or lzeyecommodity price risk.

We believe that we have placed our demand depaesis, investments and their equivalents with highlic-quality financial

institutions. Invested cash is held almost excleigiwat financial institutions with ratings from S&® A- or better. The Company invests cash
not held in interest free checking accounts or bapkey market accounts mainly in U.S. Treasury-oambney market instruments or funds
and other investment-grade securities. As of Selpeer80, 2013, cash deposits in excess of FDIC #R@ $isurance totaled approximately
$3,582,000 and funds held in U.S. Treasury-only @yanarket funds or equivalents in excess of SIRGrance totaled approximately
$1,139,000.
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Item 4. Controls and Procedures.
(a) Evaluation of Disclosure Controls and Procedue

Our management, with the participation of our Cliagécutive Officer and Chief Accounting Officer,adwated the effectiveness of our
disclosure controls and procedures as of the ettiegberiod covered by this report. Based on thaluation, the Chief Executive Officer and
Chief Accounting Officer concluded that our disclos controls and procedures were effective aseétid of the period covered by this
report and provide reasonable assurance that finenation required to be disclosed by us in repfilesl under the Exchange Act is recorded,
processed, summarized and reported within the pien®ds specified in the SEC's rules and formscldsure controls and procedures
include, without limitation, controls and procedsidesigned to ensure that information requirecetdibclosed by an issuer in the reports that
it files or submits under the Exchange Act is acalated and communicated to the issuer’s managementing its principal executive and
principal financial officers, or persons performisignilar functions, as appropriate to allow timdhcisions regarding required disclosure. A
controls system, no matter how well designed aretaipd, cannot provide absolute assurance thabijketives of the controls systems are
met, and no evaluation of controls can provide klte@ssurance that all control issues and instaotcfraud, if any, within a company have
been detected.

(b) Change in Internal Control over Financial Repting.

For the year ended December 31, 2012, Newtsldnagement identified material weaknesses imialteontrol over financial reporting bas
on criteria in Internal Control-Integrated Framelwwsued by the Committee of Sponsoring Organinatimf the Treadway Commission. The
material weaknesses, which related to charge-lzmde$ at Universal Processing Services of Wiscpbkid, (“UPS”), resulted in the
restatement of the consolidated financial statesfemtthe periods ended December 31, 2011, Mar¢cB@12, June 30, 2012 and
September 30, 2012. The full report is includettém 9a of the Company’s 2012 Annual Report on FhérK.

As a result of the material weaknesses identitieel Company commenced a remediation plan, previgeplorted upon, and completed the
following actions during the nine months ended &eliter 30, 2013:
» UPS hired a Chief Credit and Risk Officer with 08€ryears of experience in the payments indu
» The Chief Operating Officer of UPS was termina
» The former Controller of UPS was replac
e The treasury function for UPS has been moved tiN#he York accounting office to improve oversightlazentralize the functiot
» As part of the monthly closing process, the Coldrat UPS is

. obtaining the month end merchant reserve adaoenchant balance listing and reviewing for theeaize of negative
balance positions and verifying that the totalwdtsdetail listing maintained by operations is gmeement with the sponsor
bank's month end balance; a

. ensuring that all cash release transfers othaatt cash reserves amounts in excess of establistesholds have been
approved by the Compa’s Chief Executive Officel

» The Company completed the process of developingw electronic cash transfer request and apppaliay to establish new
electronic transfer of funds policy and practicebBS relating to the funds disbursement cy

* Arrevised policy regarding delegation of authofdy approving new merchants and boarding new adsduas been complete

» A weekly Credit Committee Meeting is held whigviews, discusses and approves any new merahaetadded over an
established threshol

» A monthly review of high chargeback merchants idgrened and discussed with Credit Commiti
» A weekly meeting is held between the chargebackrishddepartments to review potential excessivadrar chargeback issue

* A monthly meeting is held between the credd aallections manager and the Chief Risk and Ci@ffiter to perform a detailed
review of each account 30 days and more deling

« Additional live training discussing the Compi's Whistle Blower Hotline has been complel

(c) Limitations.

A controls system, no matter how well designed @melated, can provide only reasonable, not absasseirances that the controls system’s
objectives will be met. Furthermore, the desigma abntrols system must reflect the fact that tlaeeeresource constraints, and the benefits of
controls must be considered relative to their cdtsause of the inherent limitations in all
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controls systems, no evaluation of controls cawvigmabsolute assurance that all control issuesratances of fraud, if any, within the
Company have been detected. These inherent lionigathclude the realities that judgments in deaisitaking can be faulty, and that
breakdowns can occur because of simple errors stakas. Controls can also be circumvented by ttieidual acts of some persons, by
collusion of two or more people, or by managemeetidde of the controls. The design of any systéroatrols is based in part upon certain
assumptions about the likelihood of future eveais there can be no assurance that any desigaugidked in achieving its stated goals u

all potential future conditions. Over time, controhay become inadequate because of changes irtioasdir deterioration in the degree of
compliance with its policies or procedures. Becafgbe inherent limitations in a cost-effectiventml system, misstatements due to error or
fraud may occur and not be detected. We periogiealhluate our internal controls and make changé@sprove them.
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

During the quarter ended June 30, 2013, the Fedlemde Commission (the “FTC”) amended an existiognglaint in the matter Federal
Trade Commission. WV Universal Management, LLC et &b include Universal Processing Services of Wisogrid C (“UPS”), the
Company’s merchant processing subsidiary, as aiti@utl defendant on one count. The complaint &tethat two related merchants, who
were accounts of UPS, and the principals of thechsarts, and the independent sales agent who brtghterchants to UPS (collectively,
not including UPS, the “Merchant Defendants”), egeghin various deceptive acts and/or practicesalation of the Federal Trade
Commission Act and the Telemarketing and Consumaud=and Abuse Prevention Act (collectively, thect®) in connection with the
merchants’ telemarketing of its debt relief andd@reard interest rate reduction services. Morec#jgally, among other charges, the
complaint alleges that the Merchant Defendants ap@rly charged consumers for their services, missgmted material aspects of their debt
relief services to consumers and made outbound taflersons in violation of one or more of thesAatcluding to persons on the Do Not
Call Registry.

In the amended complaint, the FTC added one additicount to the complaint alleging that UPS (aadarmer President) assisted and
facilitated the Merchant Defendants’ purported afimins of the Acts by providing the credit cardqassing services to the merchants used to
collect payments from their clients for impropeaddes. The FTC is asserting that UPS knew or couslyi avoided knowing that the
Merchant Defendants were involved in deceptivanieldketing schemes. Thus, the FTC is attemptindnisyaction to assert its enforcement
authority beyond the parties committing the allegiedations to include those that provide servitethe merchants even in the absence of
any affiliation or actual knowledge of the impropeactices.

The original complaint was filed on October 29, 201 the United States District Court for the Miedbistrict of Florida, Orlando Division,
and the amended complaint was filed on June 173.2Me FTC is seeking various forms of injunctivel anonetary relief, including an
injunction to prevent future violations of the Adtg each of the defendants and the refund of mgaasand disgorgement of purportedly ill-
gotten monies.

The Company does not believe that the facts oFii@'s legal theory support the FTC's allegationaiagt UPS as set forth in the complaint,
and the Company intends to vigorously challenged=h@é’s claims.

Iltem 6. Exhibits

Exhibit
No. Description
31.1 Certification by Principal Executive Officer reqed by Rule 13a-14(a) and 15d-14(a) under the S&=siExchange Act of
1934, as amende
31.2 Certification by Principal Financial Officer reqed by Rule 13a-14(a) and 15d-14(a) under the Se=iExchange Act of
1934, as amende
32.1 Certification by Principal Executive and Princif@hancial Officers pursuant to 18 U.S.C. SectioBQ,&s adopted pursuant to

Section 906 of the Sarbal-Oxley Act of 2002
101.SCH  XBRL Taxonomy Extension Schema Docum
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB XBRL Taxonomy Extension Labels Linkbase Docurr
101.PRE  XBRL Taxonomy Extension Presentation Linkbase Doent
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regitthas duly caused this report to be
signed on its behalf by the undersigned, thereduaty authorized.

NEWTEK BUSINESS SERVICES, INC.

Date: November 7, 201 By: /s/ Barry Sloane

Barry Sloane

Chairman of the Board, Chief Executive Officer and
Secretary

(Principal Executive Officer

Date: November 7, 201 By: /s/ Jennifer Eddelson

Jennifer Eddelso

Chief Accounting Office

(Principal Financial Officer and Principal Accourdi
Officer)
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Exhibit 31.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Barry Sloane, certify that:

1. I have reviewed this quarterly report on Forn-Q of Newtek Business Services, Inc. (“registran”);

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dn#tate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this ref

3.  Based on my knowledge, the financial statemamd,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presente(

this report;

4.  The registrang other certifying officer and | are responsibledstablishing and maintaining disclosure contamid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a)

b)

d)

designed such disclosure controls and procedareaused such disclosure controls and procedotes designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this report is
being preparec

designed such internal control over financiglomting, or caused such internal control over fgiahreporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

evaluated the effectiveness of the registratigslosure controls and procedures and presentiisineport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;

disclosed in this report any change in the temyi$'s internal control over financial reportirttat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatioriernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a)

b)

all significant deficiencies and material weases in the design or operation of internal cortvelr financial
reporting which are reasonably likely to adversafgct the registrant’s ability to record, processnmarize and
report financial information; an

any fraud, whether or not material, that invelweanagement or other employees who have a signifrole in the
registran’s internal control over financial reportir

Dated: November 7, 2013

/sl Barry Sloane
Barry Sloane
Principal Executive Office




Exhibit 31.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Jennifer Eddelson, certify that:

1. I have reviewed this quarterly report on Forn-Q of Newtek Business Services, Inc. (“registran”).

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dn#tate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this ref

3.  Based on my knowledge, the financial statemamd,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presente(

this report;

4.  The registrang other certifying officer and | are responsibledstablishing and maintaining disclosure contamid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a)

b)

d)

designed such disclosure controls and procedareaused such disclosure controls and procedotes designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this report is
being preparec

designed such internal control over financiglomting, or caused such internal control over fgiahreporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

evaluated the effectiveness of the registratigslosure controls and procedures and presentiisineport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;

disclosed in this report any change in the temyi$'s internal control over financial reportirttat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatioriernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a)

b)

all significant deficiencies and material weases in the design or operation of internal cortvelr financial
reporting which are reasonably likely to adversafgct the registrant’s ability to record, processnmarize and
report financial information; an

any fraud, whether or not material, that invelweanagement or other employees who have a signifrole in the
registran’s internal control over financial reportir

Dated: November 7, 2013

/s/ Jennifer Eddelson
Jennifer Eddelso
Principal Financial Office




Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@er the period ended June 30, 2013 (the “Repoitewtek Business Services, Inc.
(the “Company”), as filed with the Securities arxtEange Commission on the date hereof, Barry Slamerincipal Executive Officer, and
Jennifer Eddelson, as Principal Financial Offiaérthe Company, each hereby certifies, pursuaf8tt).S.C. 81350, as adopted pursuant to
8906 of the Sarbanes-Oxley Act of 2002, that, twhezficer's knowledge:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc
(2) The information contained in the Report faphesents, in all material respects, the finan@abition and results of operations of
the Company

/sl Barry Sloane
Barry Sloane
Principal Executive Office

/s/ Jennifer Eddelson
Jennifer Eddelso
Principal Financial Office

Dated: November 7, 2013




